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Information included in or incorporated by reference in this Annual Report on Form 10-K, our other filings with the Securities and Exchange
Commission and our press releases or other public statements, contain or may contain “forward-looking statements” within the meaning of the
Private Securities Litigation Reform Act of 1995. Please refer to a discussion of our forward- looking statements and associated risks in Item I,
“Business — Forward-Looking Statements and Associated Risks” and our discussion of risk factors in Item 14, “Risk Factors” in this Annual
Report on Form 10-K.

PART 1

Item 1. Business.

General

German American Bancorp, Inc. is a financial services holding company based in Jasper, Indiana. The Company’s Common Stock
is traded on NASDAQ’s Global Select Market under the symbol GABC. The principal subsidiary of German American Bancorp,
Inc., is its banking subsidiary, German American Bancorp, which operates through 33 retail banking offices in twelve contiguous
Southern Indiana counties as shown below under “Office Locations.” German American Bancorp, Inc., also owns a trust,
brokerage, and financial planning subsidiary, which operates from the banking offices of the bank subsidiary and a full line
property and casualty insurance agency with seven insurance agency offices throughout its market area.

Throughout this report, when we use the term “Company”, we will usually be referring to the business and affairs (financial and
otherwise) of German American Bancorp, Inc. and its consolidated subsidiaries as a whole. Occasionally, we will refer to the term
“parent company” or “holding company” when we mean to refer to only German American Bancorp, Inc and the term “Bank”
when we mean to refer only to the Company’s bank subsidiary.

The Company’s lines of business include retail and commercial banking, mortgage banking, comprehensive financial planning, full
service brokerage and trust administration, and a full range of personal and corporate insurance products. Financial and other
information by segment is included in Note 14 — Segment Information of the Notes to the Consolidated Financial Statements
included in Ttem 8 of this Report and is incorporated into this Item 1 by reference. Substantially all of the Company’s revenues are
derived from customers located in, and substantially all of its assets are located in, the United States.

Subsidiaries

The Company’s principal operating subsidiaries are described in the following table:

Name Type of Business Principal Office Location
German American Bancorp Commercial Bank Jasper, IN
German American Insurance, Inc. Multi-Line Insurance Agency Jasper, IN
German American Financial Advisors & Trust Company Trust, Brokerage, Financial Planning Jasper, IN

Business Development

Since January 1, 2010, the Company has expanded into the Evansville, Indiana market by two acquisition transactions. First, the
Company bought (effective May 7, 2010) two branches located in that market (one in Evansville, Indiana and the other in
Newburgh, Indiana, in neighboring Warrick County) that formerly were owned by Farmers State Bank of Alto Pass IL (a bank
headquartered in Alto Pass, Illinois). Pursuant to the Farmers branch purchase transaction, the Company acquired loans, real estate
and other tangible assets that the Company valued as of the acquisition date at approximately $48.7 million (not including the
values of certain intangible assets acquired in the purchase) and assumed net deposit liabilities of Farmers that the Company valued
as of the acquisition date at approximately $50.2 million and other liabilities valued by the Company at approximately $66,000.
For further information regarding the Farmers branch purchase transaction, see Note 16 (Business Combinations, Goodwill and
Intangible Assets) in the Notes to the Consolidated Financial Statements included in Item 8 of this Report, which Note 16 is
incorporated into this Item 1 by reference.

Following the Farmers branch purchase transaction, the Company acquired by merger (effective January 1, 2011) American
Community Bancorp, Inc., and its subsidiary, Bank of Evansville. Bank of Evansville provided a full range of commercial and
consumer banking services in the Evansville, Indiana, area, from three banking offices located on the east, west and north sides of
the city, each of which is now a branch office of the Bank. American Community reported on its balance sheet consolidated assets
and deposits (unaudited) as of December 31, 2010 that totaled $340.3 million and $302.4 million, respectively. For further
information regarding the American Community Bancorp, Inc., merger transaction, see Note 19 (Subsequent Events) in the Notes
to the Consolidated Financial Statements included in Item 8 of this Report, which Note 19 is incorporated into this Item 1 by
reference.



The Company has in recen: years focused on growing its base of operations in the Bloomington, Indiana, market, where
construction is underway toward the opening of a new downtown financial services center in the summer of 2011. Further, the
Company expects to continue to evaluate opportunities to expand its business through opening of new banking, insurance or trust,
brokerage and financial planning offices, and through acquisitions of other banks, bank branches, portfolios of loans or other
assets, and other financial-service-related businesses and assets in the future.

Office Locations

The Indiana map below illustrates the locations of the Company’s 37 retail and commercial banking, insurance and investment
offices as of March 1, 2011, including the three office locations acquired as a part of the American Community Bancorp, Inc.
acquisition.

Competition

The industries in which the Company operates are highly competitive. The Bank competes for commercial and retail banking
business within its core banking segment not only with financial institutions that have offices in the same counties but also with
financial institutions that compete from other locations in Southern Indiana and elsewhere. Further, the Bank competes for loans
and deposits not only with commercial banks but also with savings and loan associations, savings banks, credit unions, production
credit associations, federal land banks, finance companies, credit card companies, personal loan companies, investment brokerage
firms, insurance agencies, insurance companies, lease finance companies, money market funds, mortgage companies, and other
non-depository financial intermediaries. There are numerous alternative providers (including national providers that advertise
extensively via television and the Internet and that provide their services through direct mail, telephone and the Internet) for the
insurance products and services offered by German American Insurance, Inc., and the trust, brokerage and financial planning
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products and services offered by German American Financial Advisors & Trust Company. Many of these competitors have
substantially greater resources than the Company.
Employees

At March 1, 2011 the Company and its subsidiaries employed approximatety 396 full-time equivalent employees. There are no
collective bargaining agreements, and employee relations are considered to be good.

Regulation and Supervision

Overview

The Company is subject to regulation and supervision by the Board of Governors of the Federal Reserve System (“FRB”) under the
Bank Holding Company Act of 1956, as amended (“BHC Act”), and is required to file with the FRB annual reports and such
additional information as the FRB may require. The FRB may also make examinations or inspections of the Company. The Bank
is under the supervision of and subject to examination by the Indiana Department of Financial Institutions (“DFI”), and the Federal
Deposit Insurance Corporation (“FDIC”). Regulation and examination by banking regulatory agencies are primarily for the benefit
of depositors rather than shareholders.

Under FRB policy and the Dodd-Frank Wall Street Reform and Consumer Protection Act a complex and wide-ranging statute that
was enacted by Congress and signed into law during July 2010 (the “Dodd-Frank Act”), the Company is required to act as a source
of financial and managerial strength to the Bank, and to commit resources to support the Bank, even in circumstances where the
Company might not do so absent such a requirement. Under current federal law, the FRB may require a bank holding company to
make capital injections into a troubled subsidiary bank. It may charge the bank holding company with engaging in unsafe and
unsound practices if the bank holding company fails to commit resources to such a subsidiary bank or if it undertakes actions that
the FRB believes might jeopardize the bank holding company’s ability to commit resources to such subsidiary bank.

With certain exceptions, the BHC Act prohibits a bank holding company from engaging in (or acquiring direct or indirect control
of more than 5 percent of the voting shares of any company engaged in) nonbanking activities. One of the principal exceptions to
this prohibition is for activities deemed by the FRB to be “closely related to banking.” Under current regulations, bank holding
companies and their subsidiaries are permitted to engage in such banking-related business ventures as consumer finance; equipment
leasing; credit life insurance; computer service bureau and software operations; mortgage banking; and securities brokerage.

Under the BHC Act, certain well-managed and well-capitalized bank holding companies may elect to be treated as a “financial
holding company” and, as a result, be permitted to engage in a broader range of activities that are “financial in nature” and in
activities that are determined to be incidental or complementary to activities that are financial in nature. These activities include
underwriting; dealing in and making a market in securities; insurance underwriting, and merchant banking. Banks may also engage
through financial subsidiaries in certain of the activities permitted for financial holding companies, subject to certain conditions.
The Company has not elected to become a financial holding company and its subsidiary bank has not elected to form financial
subsidiaries.

The Bank and the subsidiaries of the Bank may generally engage in activities that are permissible activities for state chartered
banks under Indiana banking law, without regard to the limitations that might apply to such activities under the BHC Act if the
Company were to engage directly in such activities at the parent company level or through parent company subsidiaries that were
not also bank subsidiaries.

Indiana law and the BHC Act restrict certain types of expansion by the Company and its bank subsidiary. The Company and its
subsidiaries may be required to apply for prior approval from (or give prior notice and an opportunity for review to) the FRB, the
DFI, and/or other bank regulatory or other regulatory agencies, as a condition to the acquisition or establishment of new offices, or
the acquisition (by merger or consolidation, purchase or otherwise) of the stock, business or properties of other banks or other
companies.

The earnings of commercial banks and their holding companies are affected not only by general economic conditions but also by
the policies of various governmental regulatory authorities. In particular, the FRB regulates money and credit conditions and
interest rates in order to influence general economic conditions, primarily through open-market operations in U.S. Government
securities, varying the discount rate on bank borrowings, and setting reserve requirements against bank deposits. These policies
have a significant influence on overall growth and distribution of bank loans, investments and deposits, and affect interest rates
charged on loans and earned on investments or paid for time and savings deposits. FRB monetary policies have had a significant
effect on the operating results of commercial banks in the past and this is expected to continue in the future. The general effect, if
any, of such policies upon the future business and earnings of the Company cannot accurately be predicted.



Capital Requirements

The FRB has issued risk-based capital ratio and leverage ratio guidelines for bank holding companies. Under the guidelines and
related policies, bank holding companies must maintain capital sufficient to meet both a risk-based asset ratio test and a leverage
ratio test on a consolidated basis. The risk-based ratio is determined by allocating assets and specified off-balance sheet
commitments into four weighted categories, with higher weighting assigned to categories perceived as representing greater risk.
The risk-based ratio represents total capital divided by total risk-weighted assets. The leverage ratio is core capital divided by total
assets adjusted as specified in the guidelines. The Bank is subject to substantially similar capital requirements.

Generally, under the applicable guidelines, a financial institution’s capital is divided into two tiers. Institutions that must
incorporate market risk exposure into their risk-based capital requirements may also have a third tier of capital in the form of
restricted short-term subordinated debt. These tiers are:

* Tier 1, or core capital, includes total equity plus qualifying capital securities and minority interests, excluding unrealized
gains and losses accumulated in other comprehensive income, and nonqualifying intangible and servicing assets.

*  Tier 2, or supplemeritary capital, includes, among other things, cumulative and limited-life preferred stock, mandatory
convertible securities, qualifying subordinated debt, and the allowance for credit losses, up to 1.25% of risk-weighted assets.

*  Total Capital is Tier | plus Tier 2 capital.

The FRB and the other federal banking regulators require that all intangible assets (net of deferred tax), except originated or
purchased mortgage servicing rights, nonmortgage servicing assets, and purchased credit card relationships, be deducted from Tier
1 capital. However, the total amount of these items included in capital cannot exceed 100% of its Tier 1 capital.

Under the risk-based guidelines to remain “adequately-capitalized,” financial institutions are required to maintain a total risk-based
ratio of 8%, with 4% being Tier 1 capital. The appropriate regulatory authority may set higher capital requirements when they
believe an institution’s circumstances warrant.

Under the leverage guidelines, financial institutions are required to maintain a Tier 1 leverage ratio of at least 3%. The minimum
ratio is applicable only to financial institutions that meet certain specified criteria, including excellent asset quality, high liquidity,
low interest rate risk exposure, and the highest regulatory rating. Financial institutions not meeting these criteria are required to
maintain a minimum Tier 1 leverage ratio of 4%.

Failure to meet applicable capital guidelines could subject the financial institution to a variety of enforcement remedies available to
the federal regulatory authoritics. These include limitations on the ability to pay dividends, the issuance by the regulatory authority
of a directive to increase capital, and the termination of deposit insurance by the FDIC. In addition, the financial institution could
be subject to the measures described below under a regulatory program known as Prompt Corrective Action as applicable to
Under-capitalized institutions.

The risk-based capital standards of the FRB and the FDIC specify that evaluations by the banking agencies of a bank’s capital
adequacy will include an assessment of the exposure to declines in the economic value of a bank’s capital due to changes in interest
rates. These banking agencies issued a joint policy statement on interest rate risk describing prudent methods for monitoring such
risk that rely principally on internal measures of exposure and active oversight of risk management activities by senior
management.

The Federal Deposit Insurance Corporation Improvements Act (enacted in 1991) (FDICIA) requires federal banking regulatory
authorities to take regulatory enforcement actions known as Prompt Corrective Action with respect to depository institutions that
do not meet minimum capital requirements. For these purposes, FDICIA establishes five capital tiers: Well-capitalized,
Adequately-capitalized, Under-capitalized, Significantly under-capitalized, and Critically under-capitalized.

Throughout 2010, the Company’s consolidated regulatory capital ratios and those of the Bank were in excess of the levels
established for Well-capitalized institutions for purposes of the Prompt Corrective Action provisions under FDICIA. An institution
is deemed to be Well-capitalized if it has a total risk-based capital ratio of 10% or greater, a Tier | risk-based capital ratio of 6% or
greater, and a Tier 1 leverage ratio of 5% or greater and is not subject to a regulatory order, agreement, or directive to meet and
maintain a specific capital level for any capital measure. For a tabular presentation of our regulatory capital ratios and those of the
Bank as of December 31, 2010, see Note 7 to the Company's consolidated financial statements that are presented in Item 8 of this
Report, which Note 7 is incorporated herein by reference.



FDICIA generally prohibits a depository institution from making any capital distribution, including payment of a cash dividend or
paying any management fee to its holding company, if the depository institution would become Under-capitalized after such
payment. Under-capitalized institutions are also subject to growth limitations and are required by the appropriate federal banking
agency to submit a capital restoration plan. If any depository institution subsidiary of a holding company is required to submit a
capital restoration plan, the holding company would be required to provide a limited guarantee regarding compliance with the plan
as a condition of approval of such plan.

Depending upon the severity of the under capitalization, the Under-capitalized institutions may be subject to a number of
requirements and restrictions, including orders to sell sufficient voting stock to become Adequately-capitalized, requirements to
reduce total assets, cessation of receipt of deposits from correspondent banks, and restrictions on making any payment of principal
or interest on their subordinated debt. Critically Under-capitalized institutions are subject to appointment of a receiver or
conservator within 90 days of becoming so classified.

Under FDICIA, a depository institution that is not Well-capitalized is generally prohibited from accepting brokered deposits and
offering interest rates on deposits higher than the prevailing rate in its market. Since the Bank is Well-capitalized, the FDICIA
brokered deposit rule did not adversely affect its ability to accept brokered deposits. The Bank had no such brokered deposits at
December 31, 2010. Further, a depository institution or its holding company that is not Well-capitalized will generally not be
successful in seeking regulatory approvals that may be necessary in connection with any plan or agreement to expand its business,
such as through the acquisition (by merger or consolidation, purchase or otherwise) of the stock, business or properties of other
banks or other companies.

Under the Dodd-Frank Act, important changes will be implemented concerning the capital requirements for financial institutions.
The Dodd-Frank Act requires U.S. regulators to reform the system under which the safety and soundness of banks and other
financial institutions, individually and systemically, are regulated. That reform effort will include the regulation of capital and
liquidity. International banking industry regulators have largely agreed upon significant changes in the regulation of capital
required to be held by banks and their holding companies to support their businesses and these new international rules, known as
Basel III, generally increase the capital required to be held and narrow the types of instruments which will qualify as providing
appropriate capital and impose a new liquidity measurement. The Basel III requirements are complex and will be phased in over
many years, and do not yet apply to U.S. banks or holding companies. Further, it is uncertain whether or to what extent the U.S.
regulators will incorporate elements of Basel III into the reformed U.S. regulatory system. Nevertheless, many commentators
expect that the U.S. reforms implemented in future years as directed by the Dodd-Frank Act will include an increase in capital
requirements, and a narrowing of what qualifies as appropriate capital, and may impose a new liquidity measurement.

Restrictions on Bank Dividends or Loans to, or other Transactions with, the Parent Company, and on Parent Company Dividends

German American Bancorp, Inc., which is the publicly-held parent of the Bank (German American Bancorp), is a corporation that
is separate and distinct from the Bank and its other subsidiaries. Most of the parent company’s revenues historically have been
comprised of dividends, fees, and interest paid to it by the Bank, and this is expected to continue in the future. There are, however,
statutory limits under Indiana law on the amount of dividends that the Barnk can pay to its parent company without regulatory
approval. The Bank may not, without the approval of the DFI, pay a dividend in an amount greater than its undivided profits. In
addition, the prior approval of the DFI is required for the payment of a dividend by an Indiana state-chartered bank if the total of all
dividends declared in a calendar year would exceed the total of its net income for the year combined with its retained net income
for the two preceding years, unless such a payment qualifies under certain exemptive criteria that exempt certain dividend payments
by certain qualified banks from the prior approval requirement. At December 31, 2010, the Bank was eligible for payment of
dividends under the exemptive criteria established by DFI policy for this purpose, and could have declared and paid to the holding
company $30,700,000 of its undivided profits without approval by the DFI in accordance with such criteria. See Note 7 of the
Notes to Consolidated Financial Statements included in Ttem 8 of this Report for further discussion.

In addition, the FRB and other bank regulatory agencies have issued policy statements or advisories that provide that insured banks
and bank holding companies should generally only pay dividends out of current operating earnings.

In addition to these statutory restrictions, if, in the opinion of the applicable regulatory authority, a bank under its jurisdiction is
engaged in, or is about to engage in, an unsafe or unsound practice, such authority may require, after notice and hearing, that such
bank cease and desist from such practice. Accordingly, if the Bank were to experience financial difficulties, it is possible that the
applicable regulatory authority could determine that the Bank would be engaged in an unsafe or unsound practice if the Bank were
to pay dividends and could prohibit the Bank from doing so, even if availability existed for dividends under the statutory formulae.

Further, the Bank is subject to affiliate transaction restrictions under federal laws, which limit certain transactions generally
involving the transfer of funds by a subsidiary bank or its subsidiaries to its parent corporation or any nonbank subsidiary of its
parent corporation, whether in the form of loans, extensions of credit, investments, or asset purchases, or otherwise undertaking
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certain obligations on behalf of such affiliates. Furthermore, covered transactions that are loans and extensions of credit must be
secured within specified amounts. In addition, all covered transactions and other affiliate transactions must be conducted on terms
and under circumstances that are substantially the same as such transactions with unaffiliated entities.

Extraordinary Government Programs

Since October of 2008, the federal government, through the United States Treasury, the Federal Reserve banking system
administered by the FRB and the FDIC, have made a number of programs available to banks and other financial institutions in an
effort to ensure a well-functioning U.S. financial system.

During 2009, the Company declined the opportunity to participate in the United States Treasury's Capital Purchase Program, part
of the program commonly known as TARP.

The Company's banking subsidiary did, however elect to participate in the Temporary Liquidity Guarantee Program (“TLGP”),
created by the FDIC. Established by final rule of the FDIC in November 2008, the TLGP provided two limited guarantee
programs: One, the Debt Guarantee Program, guaranteed newly-issued senior unsecured debt, and another, the Transaction
Account Guarantee program (“TAG”) guaranteed certain non-interest-bearing transaction accounts at insured depository
institutions. All insured depository institutions that offered non-interest-bearing transaction accounts had the option to participate
in either program. The Company’s bank subsidiary elected to participate in both parts of the TLGP, and, as a result, paid an
annualized premium for that additional protection on the aggregate amount of its non-interest bearing transaction accounts
guaranteed under the TAG. Subsequently, both parts of the TLGP were terminated in light of Section 343 of the Dodd-Frank Act,
which amended the Federal Deposit Insurance Act to provide automatic unlimited deposit insurance coverage for noninterest-
bearing transaction accounts at all insured banks beginning December 31, 2010, for a two-year period. As a result, the Company
will not pay during 2011 the separate additional premium that it paid during 2010 with respect to noninterest-bearing transaction
accounts.

Other Aspects of the Dodd-Fronk Act

The Dodd-Frank Act (in addition to the regulatory changes discussed elsewhere in this “Regulation and Supervision” discussion
and below under “Federal Deposit Insurance Premiums and Assessments”) established the Consumer Financial Protection Bureau,
which will have extensive regulatory and enforcement powers over consumer financial products and services, and the Financial
Stability Oversight Council, which has oversight authority for monitoring and regulating systemic risk. In addition, the Dodd-
Frank Act alters the authority and duties of the federal banking and securities regulatory agencies, implements certain corporate
governance requirements for all public companies including financial institutions with regard to executive compensation, proxy
access by shareholders, and certain whistleblower provisions, and restricts certain proprietary trading and hedge fund and private
equity activities of banks and their affiliates. The Dodd-Frank Act also requires the issuance of many implementing regulations
that will take effect over several years, making it difficult to anticipate the overall impact to us, our customers, or the financial
industry more generally. For instance, the FRB is directed by the Dodd-Frank Act to adopt regulations that will limit the amount of
interchange fees that can be charged to a consumer in an electronic debit card transaction to the “reasonable and proportionate”
incremental cost of the transaction. Although banks under $10 billion is asset size (like the Bank) are exempt from this interchange
fee limit, the Bank contracts with large debit card processors with which management of the Bank will have relatively weak
bargaining power. It is possible these processors, as a result of the Act, will earn lower revenues, leaving less revenue per
transaction for the Company. The FRB has until July 2011 to complete its regulations with respect to the interchange fee limits.
While the overall impact of the Dodd-Frank Act on the banking industry in general, and on the Company and the Bank in
particular, cannot be predicted with any degree of certainty, we believe that the Company and the Bank are likely to be negatively
impacted by the Dodd-Frank Act primarily in the areas of capital requirements, restrictions on fees, and other charges to customers.

Certain Other Laws and Regulations

In November 2009, the FRB amended its Regulation E under the Electronic Fund Transfer Act to prohibit banks from charging
overdraft fees for ATM or point-of-sale debit card transactions that overdrew the account unless the customer opt-in to the
discretionary overdraft service and to require banks to explain the terms of their overdraft services and their fees for the services.
Compliance with this Regulation E amendment was required by July 1, 2010.

The Community Reinvestment Act of 1977, or the CRA, requires depository institutions to assist in meeting the credit needs of
their market areas consistent with safe and sound banking practice. Under the CRA, each depository institution is required to help
meet the credit needs of its market areas by, among other things, providing credit to low- and moderate-income individuals and
communities. These factors are also considered in evaluating mergers, acquisitions and applications to open a branch or facility.
The applicable federal regulators regularly conduct CRA examinations to assess the performance of financial institutions and assign
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one of four ratings to the institution's records of meeting the credit needs of its community. During its last examination, a rating of
“satisfactory” was received by the Bank.

In accordance with the Gramm-Leach-Bliley Financial Modernization Act of 1999, or the GLB Act, federal banking regulators
adopted rules that limit the ability of banks and other financial institutions to disclose non-public information about consumers to
nonaffiliated third parties. These limitations require disclosure of privacy policies to consumers and, in some circumstances, allow
consumers to prevent disclosure of certain personal information to a nonaffiliated third party. The privacy provisions of the GLB
Act affect how consumer information is transmitted through diversified financial companies and conveyed to outside vendors.

A major focus of governmental policy on financial institutions over the past decade has been combating money laundering and
terrorist financing. The USA PATRIOT Act of 2001, or the USA Patriot Act, substantially broadened the scope of United States
anti-money laundering laws and regulations by imposing significant new compliance and due diligence obligations, creating new
crimes and penalties and expanding the extra-territorial jurisdiction of the United States. The U.S. Treasury Department has issued
a number of regulations that apply various requirements of the USA Patriot Act to financial institutions such as the Bank. These
regulations impose obligations on financial institutions to maintain appropriate policies, procedures and controls to detect, prevent
and report money laundering and terrorist financing and to verify the identity of their customers. Failure of a financial institution
to maintain and implement adequate programs to combat money laundering and terrorist financing, or to comply with all of the
relevant laws or regulations, could have serious legal and reputational consequences for the institution.

The United States has imposed economic sanctions that affect transactions with designated foreign countries, nationals and others.
These are typically known as the “OFAC” rules based on their administration by the U.S. Treasury Department Office of Foreign
Assets Control (“OFAC”). The OFAC-administered sanctions targeting countries take many different forms. Generally, however,
they contain one or more of the following elements: (i) restrictions on trade with or investment in a sanctioned country, including
prohibitions against direct or indirect imports from and exports to a sanctioned country and prohibitions on “U.S. persons”
engaging in financial transactions relating to making investments in, or providing investment-related advice or assistance to, a
sanctioned country; and (ii) a blocking of assets in which the government or specially designated nationals of the sanctioned
country have an interest, by prohibiting transfers of property subject to U.S. jurisdiction (including property in the possession or
control of U.S. persons). Blocked assets (e.g., property and bank deposits) cannot be paid out, withdrawn, set off or transferred in
any manner without a license from OFAC. Failure to comply with these sanctions could have serious legal and reputational
consequences.
Federal Deposit Insurance Premiums and Assessments

The Bank’s deposits are insured up to applicable limits by the Deposit Insurance Fund, or the DIF, of the FDIC and are subject to
deposit insurance premiums and assessments to maintain the DIF. Like every other insured institution, the Bank’s deposit
insurance premium assessment rate depends on the capital category and supervisory category to which it is assigned. The FDIC
has authority to raise or lower assessment rates on insured banks in order to achieve statutorily required reserve ratios in the DIF
and to impose special additional assessments.

In addition, the Deposit Insurance Fund Act of 1996 authorizes the Financing Corporation (“FICO”) to impose assessments on all
DIF assessable deposits in order to service the interest on FICO’s bond obligations. The amount assessed each FDIC-insured
institution is in addition to the amount, if any, paid for deposit insurance under the FDIC’s risk-related assessment rate schedule.
FICO assessment rates may be adjusted quarterly to reflect a change in assessment base. These assessments will continue until the
FICO bonds mature in 2019.

With the enactment of the Dodd-Frank Act, major changes were introduced to the FDIC deposit insurance system. The Dodd-
Frank Act permanently increased the basic FDIC insurance coverage for deposit accounts to a maximum amount of $250,000.
Further, under the Dodd-Frank Act, (1) the minimum “designated reserve ratio” for the DIF (a measure of the adequacy of the
DIF’s reserves) was increased to 1.35 percent (from the former minimum of 1.15 percent, thereby almost certainly requiring that
the FDIC increase assessments on the banking industry to obtain the additional reserves for the DIF) and the upper limit on the
designated reserve ratio (which was formerly capped at 1.5 percent and therefore operated as a cap on the size of the DIF) was
removed; (2) the DIF reserve ratio was required to reach 1.35 percent by September 30, 2020 (rather than 1.15 percent by the end
of 2016, as formerly required); (3) the FDIC was required, in setting future assessments, to “offset the effect of [requiring that the
reserve ratio reach 1.35 percent by September 30, 2020 rather than 1.15 percent by the end of 2016] on insured depository
institutions with total consolidated assets of less than $10,000,000,000”; and (4) the FDIC was required to amend its regulations to
redefine the assessment base used for calculating deposit insurance assessments from a deposit-based formula to a formula that,
with some possible exceptions, would assess insured institutions on the basis of an assessment base that would equal average
consolidated total assets minus average tangible equity.

On February 7, 2011, the FDIC adopted regulations effective for the 2011 second quarter assessment based on June 30, 2011
figures, and payable in September 2011, to, among other things, modify the definition of an institution’s deposit insurance
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assessment base as required by the Dodd-Frank Act; to change certain assessment rate adjustments; and to revise the deposit
insurance assessment rate schedules in light of the new assessment base and altered adjustments. The new initial base assessment
rates under these new regulations range from 5 to 9 basis points for banks in the least risky category (determined by the FDIC
primarily on the basis of bank capital levels and supervisory evaluations) to 35 basis points for banks deemed by the FDIC to be in
the most risky category. We are currently evaluating the effect of these new regulations, but we presently do not expect the 2011
FDIC assessment impact on our results of operations to be materially higher than for 2010 (disregarding the assessments that we
will likely incur during 2011 &s a result of the growth in our assets over 2010 levels as a result of the Bank of Evansville acquisition
effective January 1, 2011). However, any increase in the risk category of the Bank, and any industry-wide adjustments to the base
assessment rates or special FDIC assessments, could result in a material increase in our expense for federal deposit insurance.

Internet Address: Internet Availability of SEC Reports

The Company's Internet address is www.germanamerican.com.

The Company makes available, free of charge through the Shareholder Information section of its Internet website, a link to the
Internet website of the Securities and Exchange Commission (SEC) by which the public may view the Company’s annual report on
Form 10-K, its quarterly reports on Form 10-Q, its current reports on Form 8-K and any amendments to those reports filed or
furnished pursuant to Section 13(a) of the Securities Exchange Act of 1934, as amended, as soon as reasonably practicable after
those reports are filed with or furnished to the SEC.

Forward-Looking Statements and Associated Risks

The Company from time to time in its oral and written communications makes statements relating to its expectations regarding the
future. These types of statements are considered “forward-looking statements” within the meaning of the Private Securities
Litigation Reform Act of 1995. Such forward-looking statements can include statements about the Company’s net interest income
or net interest margin; adequecy of allowance for loan losses, and the quality of the Company’s loans, investment securities and
other assets; simulations of changes in interest rates; litigation results; dividend policy; acquisitions or mergers; estimated cost
savings, plans and objectives for future operations; and expectations about the Company’s financial and business performance and
other business matters as well as economic and market conditions and trends. All statements other than statements of historical fact
included in this report, including statements regarding our financial position, business strategy and the plans and objectives of our
management for future operations, are forward-looking statements. When used in this report, words such as “anticipate”, “believe”,
“estimate”, “expect”, “intend”, and similar expressions, as they relate to us or our management, identify forward-looking
statements.

Such forward-looking statements are based on the beliefs of our management, as well as assumptions made by and information
currently available to our management, and are subject to risks, uncertainties, and other factors.

Actual results may differ materially and adversely from the expectations of the Company that are expressed or implied by any
forward-looking statement. ‘The discussions in Item 1A, “Risk Factors,” and in Item 7 of this Form 10-K, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations,” list some of the factors that could cause the Company’s
actual results to vary materially from those expressed or implied by any forward-looking statements. Other risks, uncertainties, and
factors that could cause the Company’s actual results to vary materially from those expressed or implied by any forward-looking
statement include but not limited to:

* the unknown future direction of interest rates and the timing and magnitude of any changes in interest rates;

e changes in competitive conditions;

¢ the introduction, withdrawal, success and timing of asset/liability management strategies or of mergers and
acquisitions and other business initiatives and strategies;

e changes in customer borrowing, repayment, investment and deposit practices;
e  changes in fiscal, monetary and tax policies;

e changes in financial and capital markets;
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e continued deterioration in general economic conditions, either nationally or locally, resulting in, among other
things, credit quality deterioration;

e capital management activities, including possible future sales of new securities, or possible repurchases or
redemptions by the Company of outstanding debt or equity securities;

e risks of expansion through acquisitions and mergers, such as unexpected credit quality problems of the acquired
loans or other assets, unexpected attrition of the customer base of the acquired institution or branches, and
difficulties in integration of the acquired operations;

e factors driving impairment charges on investments;

e the impact, extent and timing of technological changes;

o litigation liabilities, including related costs, expenses, settlements and judgments, or the outcome of matters
before regulatory agencies, whether pending or commencing in the future;

e actions of the Federal Reserve Board;
e  changes in accounting principles and interpretations;

e potential increases of federal deposit insurance premium expense, and possible future special assessments of
FDIC premiums, either industry wide or specific to the Company’s banking subsidiary;

e actions of the regulatory authorities under the Dodd-Frank Act and the Federal Deposit Insurance Act and other
possible legislative and regulatory actions and reforms; and

e the continued availability of earnings and excess capital sufficient for the lawful and prudent declaration and
payment of cash dividends.

Such statements reflect our views with respect to future events and are subject to these and other risks, uncertainties and
assumptions relating to the operations, results of operations, growth strategy and liquidity of the Company. Readers are cautioned
not to place undue reliance on these forward-looking statements. It is intended that these forward-looking statements speak only as
of the date they are made. We do not undertake any obligation to release publicly any revisions to these forward-looking
statements to reflect future events or circumstances or to reflect the occurrence of unanticipated events.

Item 1A. Risk Factors.

While we have a history of profitability and operate with capital that exceeds the requirements of bank regulatory agencies, the
financial services industry in which we operate was adversely affected by the severe recession that commenced in 2008, and our
industry is continuing to be affected by continuing weak economic conditions throughout the United States. The following
describes some of the principal risks and uncertainties to which our industry in general, and we and our assets and businesses
specifically, are subject; other risks are briefly identified in our cautionary statement that is included under the heading “Forward-
Looking Statements and Associated Risks” in Part I, Item 1, “Business.” Although we seek ways to manage these risks and
uncertainties and to develop programs to control those that we can, we ultimately cannot predict the future. Future results may
differ materially from past results, and from our expectations and plans.

Risks Related to the Financial Services Industry

Our FDIC insurance premiums may increase, and special assessments could be made, which might negatively impact our results

of operations.

Continuing high levels of insured institution failures, as well as the continuing weak economic conditions in the United States, have
significantly increased losses to the Deposit Insurance Fund of the FDIC. Further, the basic amount of deposit insurance per
increase was permanently increased by the Dodd-Frank Act, and the Dodd-Frank Act mandates the FDIC to increase the level of its
reserves for future losses in its Deposit Insurance Fund. Since the Deposit Insurance Fund is funded by premiums and assessments
paid by insured banks, our FDIC insurance premium expense has increased in recent years, and may continue to increase depending
upon the FDIC’s actual loss experience, changes in our Bank’s financial condition or capital strength, and future conditions in the
banking industry.
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Banks will be burdened by implementation of the Dodd-Frank Act but the impact on banks will be uneven and uncertain.

Although it is difficult to predict the extent to which the Dodd-Frank Act or the resulting rules and regulations will impact our
business, compliance with these new laws and regulations will result in additional costs for banks, which could be significant.
Further, the Dodd-Frank Act may adversely affect banks in the areas of capital requirements, and restrictions on permissible
customer fees (including electronic bank debit card interchange fees) and other charges to customers. While we believe that the
burdens of the Dodd-Frank Act will fall more heavily on large banks than on smaller community banking organizations like the
Company, we expect that the Company will also feel these burdens to some degree.

Changes in regulations may over the coming years increase the amount of capital that banks must maintain which could hurt our
profitability and have other adverse effects.

Although these changes will likely not be decided upon or implemented for a number of years, the Dodd-Frank Act has mandated
the FRB to reform the system under which the safety and soundness of banks and other financial institutions, individually and
systemically, are regulated. That reform effort will include the regulation of capital and liquidity. If a significant tightening of U.S.
capital requirements is made by the FRB as a result of this reform effort and if that tightening significantly affects America’s
smaller community banks as well as the large “money center banks,” one effect might be to increase our cost of capital, which in
turn might have adverse impacts on the profitability of many of our products, the types of products we could offer profitably, our
overall profitability, and our overall growth opportunities, among other things. Other potential effects could include less ability to
pay cash dividends and repurchase our common shares, higher dilution of common shareholders, and a higher risk that we might
fall below regulatory capital thresholds in an adverse economic cycle.

We operate in a highly regulated environment and changes in laws and regulations to which we are subject may adversely affect
our results of operations.

The banking industry in which we operate is subject to extensive regulation and supervision under federal and state laws and
regulations. The restrictions imposed by such laws and regulations limit the manner in which we conduct our business, undertake
new investments and activities and obtain financing. These regulations are designed primarily for the protection of the deposit
insurance funds and consumers and not to benefit our shareholders. Financial institution regulation has been the subject of
significant legislation in recent years, including the Dodd-Frank Act, and may be the subject of further significant legislation, none
of which is in our control. Significant new laws or changes in, or repeals of, existing laws (including changes in federal or state
laws affecting corporate taxpayers generally or financial institutions specifically) could have a material adverse effect on our
business, financial condition, results of operations or liquidity. Further, federal monetary policy, particularly as implemented
through the Federal Reserve System, significantly affects credit conditions, and any unfavorable change in these conditions could
have a material adverse effect on our business, financial condition, results of operations or liquidity.

Risks Related to Our Operations and Business and Financial Strategies

Continuing economic weakness could negatively affect us.

Our performance could be negatively affected to the extent that continuing further weaknesses in business and economic conditions
have direct or indirect material adverse impacts on us, or on our customers or on the financial institutions with whom we deal as
counterparties to financial transactions. These conditions could result in one or more of the following:

* adecrease in the demand for loans and other products and services offered by us;
a decrease in customer savings generally and in the demand for savings and investment products offered by us; and

* an increase in the number of customers and counterparties who become delinquent, file for protection under bankruptcy
laws, or default on their loans or other obligations to us.

Continued weakness or further deterioration in the economy, real estate markets or unemployment rates, particularly in the
Southern Indiana markets in which we operate, might place downward pressure on the credit worthiness of our Bank’s customers
and their inclinations to borrow. A continued or worsening disruption and volatility could negatively impact customers' ability to
obtain new loans or to repay existing loans, diminish the values of any collateral securing such loans and could cause increases in
the number of the Company’s customers experiencing financial distress and in the levels of the Company’s delinquencies, non-
performing loans and other problem assets, charge-offs and provision for credit losses, all of which could materially adversely
affect our financial condition and results of operations. The underwriting and credit monitoring policies and procedures that we
have adopted cannot eliminate the risk that we might incur losses on account of factors relating to the economy like those identified
above, and those losses could have a material adverse effect on our business, financial condition, results of operations and cash
flows.

12



If our actual loan losses exceed our estimates, our earnings and financial condition will be impacted.

A significant source of risk for any bank or other enterprise that lends money arises from the possibility that losses will be sustained
because borrowers, guarantors and related parties may fail (because of financial difficulties or other reasons) to perform in
accordance with the terms of their loan agreements. In our case, we originate many loans that are secured, but some loans are
unsecured depending on the nature of the loan. With respect to secured loans, the collateral securing the repayment of these loans
includes a wide variety of real and personal property that may be insufficient to cover the obligations owed under such loans, due to
adverse changes in collateral values caused by changes in prevailing economic, environmental and other conditions, including
declines in the value of real estate and other external events.

We could be adversely affected by changes in interest rates.

Our earnings and cash flows are largely dependent upon our net interest income. Interest rates are highly sensitive to many factors
that are beyond our control, including general economic conditions, demand for loans, securities and deposits, and policies of
various governmental and regulatory agencies and, in particular, the monetary policies of the FRB. If the interest rates paid on
deposits and other borrowings increase at a faster rate than the interest rates received on loans and other investments, our net
interest income, and therefore earnings, could be adversely affected. Earnings could also be adversely affected if the interest rates
received on loans and other investments fall more quickly than the interest rates paid on deposits and other borrowings. Any
substantial, unexpected, prolonged change in market interest rates could have a material adverse effect on our financial condition,
results of operations, and cash flows.

Our success is tied to the economic vitality of our Southern Indiana markets.

We conduct business from offices that are exclusively located in twelve contiguous counties of Southern Indiana, from which
substantially all of our customer base is drawn. Because of the geographic concentration of our operations and customer base, our
results depend largely upon economic conditions in this area. If current levels of market disruption and volatility worsen in our
primary service areas, the quality of our loan portfolio, and the demand for our products and services, could be adversely affected,
and this could have a material adverse effect on our business, financial condition, results of operations or liquidity.

We face substantial competition.

The banking and financial services business in our markets is highly competitive. We compete with much larger regional, national,
and international competitors, including competitors that have no (or only a limited number of) offices physically located within
our markets. In addition, new banks could be organized in our market area which might bid aggressively for new business to
capture market share in these markets. Developments increasing the nature or level of our competition, or decreasing the
effectiveness by which we compete, could have a material adverse effect on our business, financial condition, results of operations
or liquidity. See also Part I, Item 1, of this Report, “Business — Competition,” and “Business — Regulation and Supervision.”

The manner in which we report our financial condition and results of operations may be affected by accounting changes.

Our financial condition and results of operations that are presented in our consolidated financial statements, accompanying notes to
the consolidated financial statements, and selected financial data appearing in this report, are, to a large degree, dependent upon our
accounting policies. The selection of and application of these policies involve estimates, judgments and uncertainties that are
subject to change, and the effect of any change in estimates or judgments that might be caused by future developments or resolution
of uncertainties could be materially adverse to our reported financial condition and results of operations. In addition, authorities
that prescribe accounting principles and standards for public companies from time to time change those principles or standards or
adopt formal or informal interpretations of existing principles or standards. Such changes or interpretations (to the extent
applicable to us) could result in changes that would be materially adverse to our reported financial condition and results of
operations.

Liquidity risk could impair our ability to fund operations and jeopardize our financial condition.

Liquidity is essential to our business. An inability to raise funds through deposits, borrowings, the sale of securities or loans and
other sources could have a substantial negative effect on our liquidity. Our access to funding sources in amounts adequate to
finance our activities or the terms of which are acceptable to us could be impaired by factors that affect us specifically or the
financial services industry or economy in general. Although we have historically been able to replace maturing deposits and
borrowings as necessary, we might not be able to replace such funds in the future if, among other things, our results of operations
or financial condition or the results of operations or financial condition of our lenders or market conditions were to change.
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The value of securities_in ou; investment securities portfolio may be negatively affected by continued disruptions in securities
markets.

Prices and volumes of transactions in the nation’s securities markets can be affected suddenly by economic crises, such as that
experienced in the United States and internationally in 2008, or by other national or international crises, such as national disasters,
acts of war or terrorism, changes in commodities markets, or instability in foreign governments. Disruptions in securities markets
may detrimentally affect the value of securities that we hold in our investment portfolio, such as through reduced valuations due to
the perception of heightened credit and liquidity risks. There can be no assurance that declines in market value associated with
these disruptions will not result in other than temporary impairments of these assets, which would lead to accounting charges that
could have a material adverse «ffect on our net income and capital levels.

The soundness of other financial institutions could adversely affect us.

Our ability to engage in routine funding transactions could be adversely affected by the actions and commercial soundness of other
financial institutions. Financial services companies are interrelated as a result of trading, clearing, counterparty, or other
relationships. We have exposure to many different industries and counterparties, and we routinely execute transactions with
counterparties in the financial services industry, including brokers and dealers, commercial banks, investment banks, mutual and
hedge funds, and other institutional clients. As a result, defaults by, or even rumors or questions about, one or more financial
services companies, or the financial services industry generally, have led to market-wide liquidity problems and could lead to losses
or defaults by us or by other institutions. Many of these transactions expose us to credit risk in the event of default of our
counterparty or client. In addition, our credit risk may be exacerbated when the collateral held by us cannot be realized or is
liquidated at prices not sufficient to recover the full amount due us.

We are dependent on key personnel and the loss of one or more of those key personnel could harm our business.

Competition for qualified employees and personnel in the financial services industry (including banking personnel, trust and
investments personnel, and insurance personnel) is intense and there are a limited number of qualified persons with knowledge of
and experience in our local Southern Indiana markets. Our success depends to a significant degree upon our ability to attract and
retain qualified loan origination executives, sales executives for our trust and investment products and services, and sales
executives for our insurance products and services. We also depend upon the continued contributions of our management
personnel, and in particular upon the abilities of our senior executive management, and the loss of the services of one or more of
them could harm our business.

Qur controls and procedures may fail or be circumvented.

Management regularly reviews and updates our internal controls, disclosure controls and procedures, and corporate governance
policies and procedures. Any system of controls, however well designed and operated, is based in part on certain assumptions and
can provide only reasonable, not absolute, assurances that the objectives of the system are met. Any failure or circumvention of
our controls and procedures or failure to comply with regulations related to controls and procedures could have a material adverse
effect on our business, results of operations, cash flows and financial condition.

We are subject to security and operational risks relating to our use of technology that could damage our reputation and our
business.

We rely heavily on communications and information systems to conduct our business. Any failure, interruption or breach in
security of these systems could result in failures or disruptions in our customer relationship management, general ledger, deposit,
loan and other systems. The occurrence of any failures, interruptions or security breaches of information systems used to process
customer transactions could damage our reputation, result in a loss of customer business, subject us to additional regulatory
scrutiny, or expose us to civil litigation and possible financial liability.

We are exposed to risk of environmental liabilities with respect to properties to which we take title.

In the course of our business, we may own or foreclose and take title to real estate, and could be subject to environmental liabilities
with respect to these properties (including liabilities for property damage, personal injury, investigation and clean-up costs incurred
by these parties in connection with environmental contamination), or may be required to investigate or clean up hazardous or toxic
substances, or chemical releases at a property.
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Any acquisitions of banks, bank branches, or loans or other financial service assets pose risks to us.

In the last twelve months, we expanded into the Evansville, Indiana market by buying two branches of another bank, and then by
acquiring by merger Bank of Evansville and its three banking locations effective January 1, 2011. We may continue to buy banks,
bank branches and other financial-service-related businesses and assets in the future. Acquiring other banks, businesses, or
branches involves various risks commonly associated with acquisitions, including, among other things:

e potential exposure to unknown or contingent liabilities of the acquired assets, operations or company;
e exposure to potential asset quality issues of the acquired assets, operations or company,
e  environmental liability with acquired real estate collateral or other real estate;
e difficulty and expense of integrating the operations, systems and personnel of the acquired assets, operations or company;
e potential disruption to our ongoing business, including diversion of our management’s time and attention;
e the possible loss of key employees and customers of the acquired operations or company;
e difficulty in estimating the value of the acquired assets, operations or company; and
e potential changes in banking or tax laws or regulations that may affect the acquired assets, operations or company.
We may not be successful in overcoming these risks or any other problems encountered in connection with mergers or acquisitions.

Acquisitions typically involve the payment of a premium over book and market values, and, therefore, some dilution of the
Company's tangible book value per common share or net income per common share (or both) may occur in connection with any
future transaction. Furthermore, failure to realize the expected revenue increases, cost savings, increases in geographic or product
presence, and/or other projected benefits from an acquisition could have a material adverse effect on our financial condition and
results of operations.

We may participate in FDIC-assisted acquisitions, which could present additional risks to our financial condition.

We may make opportunistic whole or partial acquisitions of troubled financial institutions in transactions facilitated by the FDIC.
In addition to the risks frequently associated with acquisitions, an acquisition of a troubled financial institution may involve a
greater risk that the acquired assets underperform compared to our expectations. Because these acquisitions are structured in a
manner that would not allow us the time normally associated with preparing for and evaluating an acquisition, including preparing
for integration of an acquired institution, we may face additional risks including, among other things, the loss of customers, strain
on management resources related to collection and management of problem loans and problems related to integration of personnel
and operating systems. Additionally, while the FDIC may agree to assume certain losses in transactions that it facilitates, there can
be no assurances that we would not be required to raise additional capital as a condition to, or as a result of, participation in an
FDIC-assisted transaction. Any such transactions and related issuances of stock may have dilutive effect on earnings per share and
share ownership.

Item 1B. Unresolved Staff Comments. None.

Item 2. Properties.

The Company’s executive offices are located in the main office building of the Bank at 711 Main Street, Jasper, Indiana. The main
office building, which is owned by the Bank and also serves as the main office of the Company’s other subsidiaries, contains
approximately 23,600 square feet of office space. The Bank and the Company’s other subsidiaries also conduct their operations
from 37 other locations in Southern Indiana of which 30 are owned by the Company and seven are leased from third parties.

Item 3. Legal Proceedings.

There are no material pending legal proceedings, other than routine litigation incidental to the business of the Company’s
subsidiaries, to which the Company or any of its subsidiaries is a party or of which any of their property is the subject.

Item 4. Removed and Reserved.
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PART 11

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities.

Market and Dividend Information

German American Bancorp, Inc.’s stock is traded on NASDAQ’s Global Select Market under the symbol GABC. The quarterly
high and low closing prices for the Company’s common stock as reported by NASDAQ and quarterly cash dividends declared and
paid are set forth in the table below.

2010 2009
Cash Cash
High Low Dividend High Low Dividend
Fourth Quarter $18.81 $16.68 $0.140 $17.31 $14.24 $0.140
Third Quarter $17.31 $15.01 $0.140 $18.33 $14.25 $0.140
Second Quarter $17.03 $14.68 $0.140 $16.04 $11.33 $0.140
First Quarter $16.18 $14.18 $0.140 $12.50 $10.40 $0.140
$0.560 $0.560

The Common Stock was held of record by approximately 3,602 shareholders at March 1, 2011.

Cash dividends paid to the Company’s shareholders are primarily funded from dividends received by the parent company from its
bank subsidiary. The declaration and payment of future dividends will depend upon the earnings and financial condition of the
Company and its subsidiaries, general economic conditions, compliance with regulatory requirements affecting the ability of the
bank subsidiary and the Company to declare dividends, (for further discussion of such requirements, see Item 1, “Business -
Regulation and Supervision - Restrictions on Bank Dividends or Loans to, or other Transactions with, the Parent Company and
Parent Company Dividends™), and other factors.

Transfer Agent: Computershare Shareholder Terri A. Eckerle
Priority Processing Information and German American Bancorp, Inc.
250 Royall St Corporate Office:  P. O. Box 810
Canton, MA 02021 Jasper, Indiana 47547-0810
Contact: Shareholder Relations (812) 482-1314
(800) 884-4225 (800) 482-1314

Stock Performance Graph

The following graph compares the Company’s five-year cumulative total returns with those of the Russell 2000 Stock Index,
Russell Microcap Stock Index, and the Indiana Bank Peer Group. The Indiana Bank Peer Group (which is a custom peer group
identified by Company management) includes all Indiana-based commercial bank holding companies (excluding companies owning
thrift institutions that are not regulated as bank holding companies) that have been in existence as commercial bank holding
companies throughout the five-year period ended December 31, 2010, the stocks of which have been traded on an established
securities market (NYSE, AMEX, NASDAQ) throughout that five-year period. The companies comprising the Indiana Bank Peer
Group for purposes of the December 2010 comparison were: 1st Source Corp., Community Bank Shares of IN, First Financial
Corp., First Merchants Corp., Integra Bank Corp., Lakeland Financial Corp., MainSource Financial Group, Old National Bancorp,
Indiana Community Bancorp, Horizon Bancorp, Monroe Bancorp, and Tower Financial Corp. The returns of each company in the
Indiana Bank Peer Group have been weighted to reflect the company’s market capitalization. The Russell 2000 Stock Index, which
is designed to measure the performance of the small-cap segment of the U.S. equity universe, is a subset of the Russell 3000 Index
(which measures the performance of the largest 3,000 U.S. companies) that includes approximately 2,000 of the smallest securities
in that index based on a combination of their market cap and current index membership, and is annually reconstituted at the end of
each June. The Russell Microcap Stock Index is an index representing the smallest 1,000 securities in the small-cap Russell 2000
Index plus the next 1,000 securities, which is also annually reconstituted at the end of each June. The Company’s stock is currently
included in the Russell 2000 Index and Russell Microcap Index.
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Stock Repurchase Program Information

The following table sets forth information regarding the Company's purchases of its common shares during each of the three
months ended December 31, 2010.

Total Maximum Number
Number Total Number of Shares (or Approximate Dollar
Of Shares Average Price (or Units) Purchased as Part Value) of Shares (or Units)
(or Units) Paid Per Share  of Publicly Announced Plans that May Yet Be Purchased
Period Purchased (or Unit) or Programs Under the Plans or Programs @

October 2010 - - -—- 272,789
November 2010 —-— -—- - 272,789
December 2010 —- - - 272,789

M On April 26, 2001, the Company announced that its Board of Directors had approved a stock repurchase program for up to
607,754 of its outstanding common shares, of which the Company had purchased 334,965 common shares through December 31,
2010 (both such numbers adjusted for subsequent stock dividends). The Board of Directors established no expiration date for this
program. The Company purchased no shares under this program during the quarter ended December 31, 2010.
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Item 6. Selected Financial Data.

The following selected data stould be read in conjunction with the consolidated financial statements and related notes that are
included in Item 8 of this Report, and “Management's Discussion and Analysis of Financial Condition and Results of Operations,”
which is included in Ttem 7 of this Report (dollars in thousands, except per share data). Year-to-year financial information
comparability is affected by the acquisition accounting treatment for mergers and acquisitions, including but not limited to the
Company’s acquisitions of two branches of another bank in May 2010 (see Note 16 of the Notes to Consolidated Financial
Statements included in Item 8 of this report).

2010 2009 2008 2007 2006

Summary of Operations:
Interest Income..........oeveeervvvecreeeeiieeriinin, $ 63,736 $ 67,845 $ 72,261 $ 63,594
Interest EXpense.........ccoceceeereniueeiieeeerennas 19,223 26.908 33,646 27,398

Net Interest Income 44,513 40,937 38,615 36,196
Provision for Loan LoSS€S ...........ccevevennenn. 5,225 3,750 3.990 3.591 925
Net Interest Income after Provision

For Loan LoSSes.......ceereveeieveieireeennnan 43,446 40,763 36,947 35,024 35,271
Non-interest INCOME ........ooceeveevreeerereereens 16,943 15,859 18,210 15,704 15,993
Non-interest EXpense........o..ovvvevuererivnrnn. 41.361 40,391 36.716 37.221 37.059
Income before Income Taxes...................... 19,028 16,231 18,441 13,507 14,205
Income Tax Expense 4,013 5,638 4,102 3.984
Net INCOME ...covverrrererireeeercree s $ 12,218 $ 12,803 $ 9405 $ 10,221
Year-end Balances:
Total ASSELS ...eceveevieririceereeceevee e $ 1,375,888 $ 1,242,965 $ 1,190,828 $ 1,131,710 $ 1,093,424
Total Loans, Net of Unearned Income........ 917,236 877,822 890,436 867,721 796,259
Total Deposits.........ceevevververveeerereierereeeennes 1,087,286 969,643 941,750 877,421 867,618
Total Long-term Debt............... 81,016 113,320 105,608 86,786 68,333
Total Shareholders’ Equity 121,534 113,549 105,174 97,116 92,391
Average Balances:
Total ASSELS ...coovievivreeieeeeiceeerere e e $ 1,330,540 $ 1,230,596 $ 1,174,583 $ 1,114,140 $ 1,029,838
Total Loans, Net of Unearned Income........ 906,127 891,322 880,630 840,849 715,260
Total Deposits........cccvvvveeveverererineeerernenens 1,046,295 963,928 922,137 889,736 814,440
Total Shareholders’ Equity......................... 119,867 109,887 99,711 93,677 88,451
Per Share Data ©:
Net INCOME .. $ 1.21 $ 1.10 $ 1.16 $ 0.85 $ 0.93
Cash Dividends.........ccoecvvveveiivereeererennenn. 0.56 0.56 0.56 0.56 0.56
Book Value at Year-end .........cccoouvneene...... 10.94 10.25 9.54 8.81 8.39
Other Data at Year-end:
Number of Shareholders.........cccocvovennn.... 3,194 3,364 3,684 3,647 3,438
Number of EMplOyees ......c...ooeeeerveverennns 359 332 348 371 397
Weighted Average Number of Shares ... 11,098,836 11,065,917 11,029,519 11,009,536 10,994,739
Selected Performance Ratios:
Return on Assets 1.01% 0.99% 1.09% 0.84% 0.99%
Return on Equity 11.18% 11.12% 12.84% 10.04% 11.56%
Equity t0 ASSEtS..cceerierevererirereeeees e 8.83% 9.14% 8.83% 8.58% 8.45%
Dividend Payout........c.c.ccoovvereenrer e 46.36% 50.71% 48.25% 65.65% 60.29%
Net Charge-offs to Average Loans.............. 0.32% 0.25% 0.29% 0.32% 0.50%
Allowance for Loan Losses to Loans.......... 1.45% 1.25% 1.07% 0.93% 0.90%
Net Interest Margin........ccocoveveeeeere v 3.98% 3.95% 3.82% 3.83% 3.96%

©" Share and Per Share Data excludes the dilutive effect of stock options.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

INTRODUCTION

German American Bancorp, Inc. is a financial services holding company based in Jasper, Indiana. The Company’s Common Stock
is traded on NASDAQ’s Global Select Market, under the symbol GABC. The principal subsidiary of German American Bancorp,
Inc., is its banking subsidiary, German American Bancorp, which operates through 33 retail banking offices in the twelve
contiguous Southern Indiana counties of Daviess, Dubois, Gibson, Knox, Lawrence, Martin, Monroe, Perry, Pike, Spencer,
Warrick, and Vanderburgh. German American Bancorp, Inc., also owns a trust, brokerage, and financial planning subsidiary,
which operates from the banking offices of the bank subsidiary, and full line property and casualty insurance agency with seven
insurance agency offices throughout its market area.

Throughout this Management’s Discussion and Analysis, as elsewhere in this report, when we use the term “Company”, we will
usually be referring to the business and affairs (financial and otherwise) of the Company and its subsidiaries and affiliates as a
whole. Occasionally, we will refer to the term “parent company” or “holding company” when we mean to refer to only German
American Bancorp, Inc., and the term “Bank” when we mean to refer to only the Company’s bank subsidiary.

This Management’s Discussion and Analysis includes an analysis of the major components of the Company’s operations for the
years 2008 through 2010 and its financial condition as of December 31, 2010 and 2009. This information should be read in
conjunction with the accompanying consolidated financial statements and footnotes contained elsewhere in this report and with the
description of business included in Item 1 of this Report (including the cautionary disclosure regarding “Forward Looking
Statements and Associated Risks”). Financial and other information by segment is included in Note 14 to the Company’s
consolidated financial statements included in Item 8 of this Report and is incorporated into this Item 7 by reference.

On January 1, 2011 (as discussed by Note 19, Subsequent Events, of the Notes to the Consolidated Financial Statements included
in Item 8 of this Report, which Note 19 is incorporated herein by reference), the Company completed its acquisition of American
Community Bancorp, Inc., and its subsidiaries, including Bank of Evansville. This transaction has materially increased the levels
of the Company’s total assets, liabilities, shareholders equity, income and expense over the corresponding pre-acquisition levels as
of December 31, 2010 and for the fiscal year then ended. American Community Bancorp’s consolidated assets and equity
(unaudited) as of December 31, 2010 totaled $340.3 million and $18.4 million, respectively, and its consolidated net income (loss)
totaled (8632,000) for year-ended December 31, 2010. This transaction will be accounted for in the Company’s future financial
statements (for any period ended on or after January 1, 2011) under the acquisition method of accounting. Under the acquisition
method, the purchase price will be allocated to identifiable assets and assumed liabilities based on their fair values. Any excess will
be accounted for as goodwill. Intangible assets with definite lives will be amortized over their estimated useful lives. Goodwill and
intangible assets determined to have indefinite lives will not be amortized, but will be tested for impairment at least annually (more
frequently if certain indicators are present). In the event that management of the Company determines that the value of goodwill or
intangible assets has become impaired, an impairment charge will be recorded in the fiscal quarter in which such determination is
made. Costs related to this acquisition that were incurred by the Company during 2010 were expensed by the Company during
2010, and costs related to the merger that were incurred in 2011 will be recorded in 2011.

The statements of management’s expectations and goals concerning the Company’s future operations and performance that are
set forth in the following Management Overview and in other sections of this Item 7 are forward-looking statements, and readers
are cautioned that these forward-looking statements are based on assumptions and are subject to risks, uncertainties, and other
factors. Actual results may differ materially from the expectations of the Company that is expressed or implied by any forward-
looking statement. This Item 7, as well as the discussions in Item 1 (“Business ”) entitled “Forward-Looking Statements and
Associated Risks” and in Item 1A (“Risk Factors”) (which discussions are incorporated in this Item 7 by reference) list some of
the factors that could cause the Company's actual results to vary materially from those expressed or implied by any such forward-
looking statements.

MANAGEMENT OVERVIEW

The Company’s 2010 net income totaled $13.4 million, or $1.21 per share, which was a record level of earnings for the Company
and represented a 10% increase over the Company’s 2009 net income of $12.2 million, or $1.10 per share. The Company’s return
on average equity for 2010 was 11.2%, representing the sixth consecutive year the Company has achieved a double-digit return on

equity.

The record 2010 performance was driven by an improvement in the level of the Company’s core operating results, derived from
increased revenues in both net interest income and non-interest income. The Company’s 2010 net interest income increased by
$4.2 million while its non-interest income reflected a $1.1 million improvement from the levels reported in 2009. The higher level
of net interest income was the result of both an 8% increase in the level of the Company’s average earning assets, and a widening of
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the Company’s tax-equivalent net interest margin to 3.98% up from 3.95% in 2009. The increased non-interest income was largely
attributable to an approximately $400 thousand increase in the gain from the sale of secondary market residential mortgage loans,
and a $511 thousand increase i gains on the sale of other real estate.

Management intends to strive to continue to maintain the Company’s strong financial condition by, among other things:

* emphasizing the growth of low-cost transaction account deposits (see “SOURCES OF FUNDS” below for historical
information as to the Company’s deposit mix),

* maintaining a targeted concentration of at least 75% of its loan portfolio balances in loans and other extensions of credit to
commercial borrowers (categorized in our financial statements as Commercial and Industrial Loans, Commercial Real
Estate Loans, and Agricultural Loans) (see “USES OF FUNDS — LOANS” below for historical information concerning
loan portfolio composition), and

» focusing on the maintenance of strong asset quality (see “RISK MANAGEMENT — NON-PEFORMING ASSETS” below
for historical information concerning certain asset quality ratios).

Management is also committed to managing the Company’s operating efficiency by seeking wherever possible to optimize its
existing branch network, justify existing product and service offerings, standardize its back-office operations, and maximize staff
productivity.

As discussed elsewhere in this report, the Company has entered the Evansville, Indiana market since January 1, 2010, through two
separate acquisition transactions and now operates five branches in that market. For further information, see Item 1, “Business —
Business Development”, and Note 16 (Business Combinations, Goodwill and Intangible Assets) and Note 19 (Subsequent Events)
in the Notes to the Consolidated Financial Statements included in Item 8 of this Report. The Company plans to open a new
financial services center in downtown Bloomington, Indiana in the summer of 2011. Management expects to continue to evaluate
opportunities to expand the Cornpany’s business through opening of other new banking, insurance or trust, brokerage and financial
planning offices, and through acquisitions of other banks, bank branches, portfolios of loans or other assets, and other financial-
service-related businesses and assets.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The financial condition and results of operations for German American Bancorp, Inc. presented in the Consolidated Financial
Statements, accompanying Notes to the Consolidated Financial Statements, and selected financial data appearing elsewhere within
this report, are, to a large degree, dependent upon the Company’s accounting policies. The selection of and application of these
policies involve estimates, judgments and uncertainties that are subject to change. The critical accounting policies and estimates
that the Company has determined to be the most susceptible to change in the near term relate to the determination of the allowance
for loan losses, the valuation of securities available for sale, and the valuation allowance on deferred tax assets.

ALLOWANCE FOR LOAN 1.OSSES

The Company maintains an allowance for loan losses to cover probable incurred credit losses at the balance sheet date. Loan
losses are charged against the allowance when management believes the uncollectibility of a loan balance is confirmed.
Subsequent recoveries, if any, are credited to the allowance. Allocations of the allowance may be made for specific loans, but the
entire allowance is available for any loan that, in management’s judgment, should be charged-off. A provision for loan losses is
charged to operations based on management's periodic evaluation of the necessary allowance balance. Evaluations are conducted
at least quarterly and more often if deemed necessary. The ultimate recovery of all loans is susceptible to future market factors
beyond the Company’s control.

The Company has an established process to determine the adequacy of the allowance for loan losses. The determination of the
allowance is inherently subjective, as it requires significant estimates, including the amounts and timing of expected future cash
flows on impaired loans, estimated losses on other classified loans and pools of homogeneous loans, and consideration of past loan
loss experience, the nature and volume of the portfolio, information about specific borrower situations and estimated collateral
values, economic conditions, and other factors, all of which may be susceptible to significant change. The allowance consists of
two components of allocations, specific and general. These two components represent the total allowance for loan losses deemed
adequate to cover losses inherent in the loan portfolio.

Commercial and agricultural loans are subject to a standardized grading process administered by an internal loan review function.

The need for specific reserves is considered for credits when graded substandard or special mention, or when: (a) the customer’s

cash flow or net worth appears insufficient to repay the loan; (b) the loan has been criticized in a regulatory examination; (c) the

loan is on non-accrual; or, (d) other reasons where the ultimate collectibility of the loan is in question, or the loan characteristics

require special monitoring. Sperific allowances are established in cases where management has identified significant conditions or
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circumstances related to an individual credit that we believe indicates the loan is impaired. Specific allocations on impaired loans
are determined by comparing the loan balance to the present value of expected cash flows or expected collateral proceeds.
Allocations are also applied to categories of loans not considered individually impaired but for which the rate of loss is expected to
be greater than historical averages, including those graded substandard or special mention and non-performing consumer or
residential real estate loans. Such allocations are based on past loss experience and information about specific borrower situations
and estimated collateral values.

General allocations are made for other pools of loans, including non-classified loans, homogeneous portfolios of consumer and
residential real estate loans, and loans within certain industry categories believed to present unique risk of loss. General allocations
of the allowance are primarily made based on a three-year historical average for loan losses for these portfolios, judgmentally
adjusted for economic factors and portfolio trends.

Due to the imprecise nature of estimating the allowance for loan losses, the Company’s allowance for loan losses includes a minor
unallocated component. The unallocated component of the allowance for loan losses incorporates the Company’s judgmental
determination of inherent losses that may not be fully reflected in other allocations, including factors such as economic
uncertainties, lending staff quality, industry trends impacting specific portfolio segments, and broad portfolio quality trends.
Therefore, the ratio of allocated to unallocated components within the total allowance may fluctuate from period to period.

SECURITIES VALUATION

Securities available-for-sale are carried at fair value, with unrealized holding gains and losses reported separately in accumulated
other comprehensive income (loss), net of tax. The Company obtains market values from a third party on a monthly basis in order
to adjust the securities to fair value. Equity securities that do not have readily determinable fair values are carried at cost.
Additionally, when securities are deemed to be other than temporarily impaired a charge will be recorded through earnings;
therefore, future changes in the fair value of securities could have a significant impact on the Company’s operating results. In
determining whether a market value decline is other than temporary, management considers the reason for the decline, the extent of
the decline, the duration of the decline and whether the Company intends to sell or believes it will be required to sell the securities
prior to recovery. As of December 31, 2010, gross unrealized losses on the securities available-for-sale portfolio totaled
approximately $1,601,000 and gross unrealized gains totaled approximately $9,512,000. As of December 31, 2010, held-to-
maturity securities had a gross unrecognized gain of approximately $9,000.

INCOME TAX EXPENSE

Income tax expense involves estimates related to the valuation allowance on deferred tax assets and loss contingencies related to
exposure from tax examinations.

A valuation allowance reduces deferred tax assets to the amount management believes is more likely than not to be realized. In
evaluating the realization of deferred tax assets, management considers the likelihood that sufficient taxable income of appropriate
character will be generated within carryback and carryforward periods, including consideration of available tax planning strategies.
Tax related loss contingencies, including assessments arising from tax examinations and tax strategies, are recorded as liabilities
when the likelihood of loss is probable and an amount or range of loss can be reasonably estimated. In considering the likelihood
of loss, management considers the nature of the contingency, the progress of any examination or related protest or appeal, the views
of legal counsel and other advisors, experience of the Company or other enterprises in similar matters, if any, and management’s
intended response to any assessment.

RESULTS OF OPERATIONS

NET INCOME

Net income increased $1,187,000 or 10% to $13,405,000 or $1.21 per share in 2010 compared to $12,218,000 or $1.10 per share
in 2009. The increase in earnings during 2010 compared with 2009 was largely the result of higher net interest income, increased
non-interest revenues partially mitigated by an increased provision for loan loss and modestly higher levels of non-interest expense.

Net income declined $585,000 or 5% to $12,218,000 or $1.10 per share in 2009 compared to $12,803,000 or $1.16 per share in

2008. The decline in earnings during 2009 compared with 2008 was largely the result of lower non-interest revenues and higher
levels of non-interest expense partially mitigated by an increase in net interest income.
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NET INTEREST INCOME

Net interest income is the Corapany’s single largest source of earnings, and represents the difference between interest and fees
realized on earning assets, less interest paid on deposits and borrowed funds. Several factors contribute to the determination of net
interest income and net interest margin, including the volume and mix of earning assets, interest rates, and income taxes. Many
factors affecting net interest income are subject to control by management policies and actions. Factors beyond the control of
management include the general level of credit and deposit demand, Federal Reserve Board monetary policy, and changes in tax
laws.

Net interest income and net interest income on a tax equivalent basis increased $4,158,000 or 9% for the year ended December 31,
2010 compared with the year ended 2009. The increase in net interest income was primarily attributable to an increased level of
average earning assets and a modestly expanded net interest margin in 2010 compared with 2009. The tax equivalent net interest
margin for 2010 was 3.98% compared to 3.95% for 2009. The yield on earning assets totaled 5.23% during 2010 compared to
5.62% in 2009 while the cost of funds (expressed as a percentage of average earning assets) totaled 1.25% during 2010 compared
to 1.67% in 2009.

Average earning assets increased by approximately $93.5 million or 8% during 2010 compared with 2009. Average loans
outstanding increased by $14.8 million or 2% during 2010 compared with 2009. The remainder of the increase in average earning
assets was primarily related to an increased securities portfolio in 2010. The key driver of the increased securities portfolio and
overall increased average earnings assets was a higher level of average core deposits (core deposits defined as demand deposits -
both interest and non-interest bearing, savings, money market and time deposits in denominations of less than $100,000). During
2010 average core deposits increased $86.5 million or 10%, compared to 2009.

The increase in average loans and average core deposits during 2010 compared to 2009 was positively impacted by the acquisition
of the two Evansville area (Indiana) branches on May 7, 2010 described by Note 16 of the Notes to Consolidated Financial
Statements that are included in Item 8 of this Report. On an annual average basis, loans and core deposits related to the acquired
branches totaled approximately $29.2 million during 2010.

The expansion of the Company’s net interest income and net interest margin during 2010 compared with 2009 was aided by
utilization of interest rate floors on adjustable rate commercial and industrial, commercial real estate and agricultural loans. As of
December 31, 2010 the Company’s commercial and agricultural loan portfolios totaled $723.2 million of which approximately
73% were adjustable rate loans. Of these adjustable rate loans, approximately 87% contain interest rate floors which range
predominantly from 4% to 7%. At year-end 2010, approximately $310.5 million of these loans were at their contractual floor.

Also contributing to the expansion of the Company’s net interest income and net interest margin during 2010 compared with 2009
has been the relative liability seasitive nature of the Company’s balance sheet. The Company was able to effectively lower interest
rates on both its interest-bearing non-maturity deposits while continuing to expand its core deposit base. In addition, the Company
has been able to lower its cos: of time deposits in a time of historically low interest rates while holding its level of deposits
relatively stable.

Net interest income increased $3,576,000 or 9% (an increase of $3,798,000 or 9% on a tax-equivalent basis) for the year ended
December 31, 2009 compared with the year ended 2008. The increase in net interest income was primarily attributable to an
increased level of average earning assets and an expanded net interest margin in 2009 compared with 2008. The tax equivalent net
interest margin for 2009 was 3.95% compared to 3.82% for 2008. The yield on earning assets totaled 5.62% during 2009
compared to 6.30% in 2008 while the cost of funds (expressed as a percentage of average earning assets) totaled 1.67% during
2009 compared to 2.48% in 2008.

Average earning assets increased by approximately $61.9 million or 6% during 2009 compared with 2008. Average loans
outstanding increased by $10.7 million or 1% during 2009 compared with 2008. The remainder of the increase in average earning
assets was primarily related to an increased securities portfolio in 2009 driven by a higher level of average core deposits. During
2009 average core deposits increased $53.5 million or 7%, compared to 2008.
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The following table summarizes net interest income (on a tax-equivalent basis) for each of the past three years. For tax-equivalent
adjustments, an effective tax rate of 34% was used for all years presented o,

Average Balance Sheet
(Tax-equivalent basis, dollars in thousands)

Twelve Months Ended Twelve Months Ended Twelve Months Ended
December 31, 2010 December 31, 2009 December 31, 2008
Principal Income/ Yield/ Principal Income/ Yield/ Principal Income/ Yield/
Balance  Expense Rate Balance Expense Rate Balance Expense Rate
ASSETS
Federal Funds Sold and Other
Short-term Investments............ $ 41,020 $ 76 0.19% $ 41,085 $ 106 0.26% §$ 35,064 § 593 1.69%
Securities:
Taxable ....cocoveevevveeecireieiiiennne 268,170 9,812 3.66% 192,074 8,660 4.51% 152,710 8,007 5.24%
Non-taxable .......cccceeeireeennnn 26,584 1,575 5.92% 23,920 1,614 6.75% 18,061 1,164 6.44%
Total Loans and Leases @............ 906,127 _ 53.540 5.91% 891322 _ 54,166 6.08% 880,630 __58.669 6.66%
TOTAL INTEREST
EARNING ASSETS.....ccccoeene 1,241.901 65,003 5.23% 1.148.401 64,546 5.62% 1.086.465 68.433 6.30%
Other ASSES....ccovcveeerireereirncennnns 100,124 92,699 97,275
Less: Allowance for Loan Losses (11.485) (10,504) (9.157)
TOTAL ASSETS....oovivriviiieeenns $ 1,330,540 $1.230,596 $ 1,174,583
LIABILITIES AND

SHAREHOLDERS’ EQUITY
Interest-bearing Demand Deposits § 281,355 § 053 0.34% $ 245811 $ 1,710 0.70% $ 212,467 § 3,439 1.62%

Savings Deposits........coveerrrienriens 237,610 735 0.31% 227,403 1,531 0.67% 209,593 3,407 1.63%
Time DepPOSitS...ccceereerecirivieriannes 354,239 8,873 2.50% 341,041 10,254 3.01% 359,115 14,366 4.00%
FHLB Advances and

Other BOrrowings ......c.cceeveeuvene 150,737 4961 3.29% 143,332 5.728 4.00% 138,888 5,696 4.10%
TOTAL INTEREST-BEARING

LIABILITIES ....ccoooeieerrieenn 1,023,941 _ 15,522 1.52% 957.587 19.223 2.01% 920.063 26.908 2.92%
Demand Deposit Accounts .......... 173,091 149,673 140,962
Other Liabilities......occocereeecrernens 13.641 13.449 13.847
TOTAL LIABILITIES................. 1,210.673 1,120,709 1.074.872
Shareholders’ EQUity ........cccocenene 119.867 109.887 99,711
TOTAL LIABILITIES AND

SHAREHOLDERS’ EQUITY. § 1,330,540 $.1.230,596 $ 1,174,583
COST OF FUNDS......cccccevniiunnne 1.25% 1.67% 2.48%
NET INTEREST INCOME ......... $ 49481 $ 45323 $ 41,525
NET INTEREST MARGIN......... 3.98% 3.95% 3.82%

O Effective tax rates were determined as though interest earned on the Company’s investments in municipal bonds and loans was fully taxable.
@ 1 oans held-for-sale and non-accruing loans have been included in average loans. Interest income on loans includes loan fees of $909, $545,

and $127 for 2010, 2009, and 2008, respectively.
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The following table sets forth for the periods indicated a summary of the changes in interest income and interest expense resulting
from changes in volume and changes in rates:

Net Interest Income — Rate / Volume Analysis
(Tax-Equivalent basis, dollars in thousands)

2010 compared to 2009 2009 compared to 2008
Increase / (Decrease) Due to ® Increase / (Decrease) Due to W
Yolume Rate Net Yolume Rate Net
Interest Income:
Federal Funds Sold and Other
Short-term Investments......................... $ - $ @0 $ @30 $ 87 $ (574 $ (487)
Taxable Securities (1,841) 1,152 1,876 (1,223) 653
Non-taxable Securities (208) 39) 393 57 450
Loans and Leases.........ccoeeeeveeervvveeevinrennee _(1.516) (626) 705 (5.208) (4,503)
Total Interest Income (3.595) 457 3.061 (6.948) (3.887)
Interest Expense:
Savings and Interest-bearing Demand .......... 288 (1,841) (1,553) 747 (4,352) (3,605)
Time Deposits......cccocvverereerererererierereereninnnens 384 (1,765) (1,381) (693) (3,419) 4,112)
FHLB Advances and Other Borrowings....... 284 (1,051) (767) 180 (148) 32
Total Interest EXpense ........ccovuveevsovervrnrverennnen. 956 _(4,657) (3,701) 234 (7.919) (7.685)
Net Interest Income.........cccovvrevivieriveeeecerenann. $ 3096 $ 1,062 $ 4,158 $ 2827 $ 971 $ 3,798

(" The change in interest due to both rate and volume has been allocated to volume and rate changes in proportion to the relationship of the

absolute dollar amounts of the change in each.

See the Company’s Average Balance Sheet and the discussions headed USES OF FUNDS, SOURCES OF FUNDS, and “RISK
MANAGEMENT - Liquidity and Interest Rate Risk Management” for further information on the Company’s net interest income,
net interest margin, and interest rate sensitivity position.

PROVISION FOR LOAN LOSSES

The Company provides for loar losses through regular provisions to the allowance for loan losses. The provision is affected by net
charge-offs on loans and changes in specific and general allocations required on the allowance for loan losses. Provisions for loan
losses totaled $5,225,000, $3,750,000, and $3,990,000 in 2010, 2009, and 2008, respectively.

The level of provision for loan losses increased by $1,475,000 or 39% during 2010 compared with 2009. The increase in provision
during 2010 compared with 2009 was largely the result of a higher level of net charge-offs and an upward trend in the Company’s
level of non-performing loans and impaired loans. During 2010, the provision for loan losses totaled 0.58% of average outstanding
loans while net charge-offs represented 0.32% of average outstanding loans. As a result, the Company’s allowance for loan losses
increased to 1.45% of total loans at year-end 2010 compared with 1.25% at year-end 2009.

The level of provision for loan losses declined by $240,000 or 6% during 2009 compared with 2008. The decline in provision
during 2009 compared with 2008 was largely the result of a lower level of net charge-offs and a relatively stable level of non-
performing loans. During 2009, the provision for loan losses totaled 0.42% of average outstanding loans while net charge-offs
represented 0.25% of average outstanding loans. As a result, the Company’s allowance for loan losses increased to 1.25% of total
loans at year-end 2009 compared with 1.07% at year-end 2008.

Provisions for loan losses in all periods were made at a level deemed necessary by management to absorb estimated, probable
incurred losses in the loan portfolio. A detailed evaluation of the adequacy of the allowance for loan losses is completed quarterly
by management, the results of which are used to determine provisions for loan losses. Management estimates the allowance
balance required using past loan loss experience, the nature and volume of the portfolio, information about specific borrower
situations and estimated collateral values, economic conditions, and other qualitative factors. Refer also to the sections entitled
CRITICAL ACCOUNTING POLICIES AND ESTIMATES and “RISK MANAGEMENT - Lending and Loan Administration”
for further discussion of the provision and allowance for loan losses.
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NON-INTEREST INCOME

During 2010, Non-interest Income increased $1,084,000 or 7% compared with 2009 and during 2009 decreased $2,351,000 or
13% compared with 2008.

% Change From
Non-interest Income (dollars in thousands) Years Ended December 31, Prior Year
2010 2009 2008 2010 2009
Trust and Investment Product Fees.........ccocevivininiinniieneninnns $ 1,582 $ 1,617 $ 2,288 2)% 29%
Service Charges on Deposit ACCOUNLS ......oouvvierrieecneieniiininnas 4,065 4,395 4,920 8) (11
INSUrance REVEIMUES ....cceevverrieerineniiiiinirirrenreasie e sisaeeeenneenne 5,347 5,296 6,306 1 (16)
Company Owned Life INSurance ........coceevveeveeeniiininninnnnns 806 1,104 791 27 40
Interchange Fee INCOME.........ccvivviiniiiinineiiesniccecseneas 1,243 969 909 28 7
Other Operating INCOME ......ocverireiiencrnirnricniiiiiiees 1,740 1,141 1,503 52 24)
SUDLOLAL ...vivvereereeiererterereeeete et sr et s ssn s ana e 14,783 14,522 16,717 2 (13)
Net Gains on Sales 0f LOANS.......cvcverrveeriereeeencriiiciresieeneennens 2,160 1,760 1,399 23 26
Net Gain (108S) 01 SECUTTIES ....coveviviriiiriirreiriiiereisisseecennee -— (423) 94 n/m® n/m®
TOTAL NON-INTEREST INCOME .......cccooveimrmirriiinnenenns $16,943 $15,859 $18210 7 (13)

" 1n/m = not meaningful

Trust and Investment Product Fees totaled $1,582,000 during the year ended December 31, 2010 representing a relatively stable
level compared with 2009, following a decline of $671,000 or 29% during 2009 as compared to 2008. The stabilization during
2010 was driven by improvement in overall market conditions and a corresponding improvement in the level of retail brokerage
commissions. During 2009, the decline in brokerage commission revenue was largely attributable to continued difficult market
conditions, changes in customers’ investment preferences, and internal reorganizations which included a change in the Company’s
broker dealer relationship for retail investment products.

Service Charges on Deposit Accounts totaled $4,065,000 during the year ended December 31, 2010 representing a decline of 8%
compared with 2009 due in large part to less customer utilization of the Company’s overdraft protection program and to a lesser
degree changes implemented in the program during the third quarter of 2010 related to Regulation E. During 2009, Service
Charges on Deposit Accounts declined 11% over 2008 attributable to less customer utilization of the Company’s overdraft
protection program.

During the year ended December 31, 2010, Insurance Revenues remained relatively stable totaling $5,347,000, an increase of
$51,000 or 1%, over 2009 levels. During the year ended December 31, 2009, Insurance Revenues totaled $5,296,000 representing
a decline of $1,010,000 or 16% compared to 2008. The decline was largely attributable to decreases in contingency revenue and
lower levels of commercial insurance revenues in the Company’s property and casualty insurance subsidiary.

Company owned life insurance income declined by $298,000 or 27% during 2010 compared with 2009 following an increase of
$313,000 or 40% during 2009 compared with 2008. During both years the variance was attributable to death benefits received
from life insurance policies during 2009.

Net interchange revenues related to debit cards increased approximately $274,000 or 28% during 2010 compared with 2009. This
increase was primarily attributable to a vendor processing conversion during 2010 and increased customer utilization.

Other operating income increased $873,000 or 41% during the year ended December 31, 2010 compared with the year ended
December 31, 2009. This increase was due primarily to a net gain on the sale of other real estate during 2010 compared with a net
loss during 2009 (representing an approximately $511,000 difference year over year).

During the year ended December 31, 2010, the net gain on sales of residential loans totaled $2,160,000, an increase of $400,000 or
23%, over the gain of $1,760,000 during 2009. Strong residential mortgage loan sales and improved pricing on those loans sold
and those loans held for sale produced the increased gains on sale. The net gain of sales of residential loans increased $361,000 or
26% during 2009 compared with 2008 due largely to higher levels of residential loan sales during 2009 compared with 2008. Loan
sales for 2010, 2009, and 2008 totaled $119.3 million, $143.6 million, and $108.0 million, respectively.

During 2010, the Company recorded no gain or loss on securities. During 2009, the Company recognized a net loss on securities
of $423,000 related to the recognition of other-than-temporary impairment charges on the Company’s portfolio of non-controlling
investments in other banking organizations. The Company recognized a net gain on securities of $94,000 during the year ended
December 31, 2008.
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NON-INTEREST EXPENSE

During the year ended December 31, 2010, Non-interest Expense totaled $41,361,000, an increase of $970,000 or 2% from the
year ended 2009. During 2009, Non-interest Expense increased $3,675,000 or 10% as compared with 2008.

% Change From
Non-interest Expense (dollars in thousands) Years Ended December 31, Prior Year
2010 2009 2008 2010 2009

Salaries and Employee Benefits.............ccocovvevivienevveneenenan. $ 22,070 $ 21,961 $ 20,786 0% 6%
Occupancy, Furniture and Equipment Expense.................... 6,083 6,035 5,677 1 6
FDIC Premiums........c.covveveererercrenes evererenerinseseessssesesesssnnenens 1,455 1,863 209 22) 791
Data Processing Fees .......ccoovvvrreeivveerveecrnennns 1,411 1,368 1,493 3 ®)
Professional FEes .......ooovivvievineicinirreeeeeresne 2,285 1,740 1,670 31 4
Advertising and Promotion 1,255 993 1,078 26 ®)
SUPPLES ...ttt 755 528 570 43 @)
Intangible Amortization................. ettt nnens 898 909 889 1) 2
Other Operating EXPEnses ........cvvvveveirireeeeeseveveeeieeeeerene e, 5,149 4,994 4.344 3 15

TOTAL NON-INTEREST EXPENSE .......cccccoovrivernnnnn. $ 41,361 $_40391 $ 36,716 2 10

Salaries and Employee Benefils totaled $22,070,000 during the year ended December 31, 2010 representing less than a 1%
increase compared with the year ended December 31, 2009. Salaries and Employee Benefits totaled $21,961,000 during 2009
representing an increase of $1,175,000 or 6% from 2008. The increase in 2009 was attributable to increased costs associated with
the Company’s partially self-insured health insurance plan.

Occupancy, Furniture and Equipment Expense totaled $6,083,000 during the year ended December 31, 2010 representing an
increase of $48,000 or just under 1% from the year ended 2009. Occupancy, Furniture and Equipment Expense increased
$358,000 or 6% during 2009 compared with 2008 largely attributable to depreciation expense associated with renovations to
existing branch facilities and upgrades to and purchases of information technology systems.

The Company’s FDIC deposit insurance assessments totaled $1,455,000 representing a decrease of $408,000 or 22% during the
year-ended December 31, 2010 compared with 2009. This followed an increase of $1,654,000 or 791% in 2009 compared with
2008. The significant increase in 2009 resulted from an industry-wide increase in quarterly assessments as the FDIC began to
recapitalize the deposit insurance fund, in addition to an industry wide special assessment in the second quarter of 2009 of
approximately $550,000 which represented 5 basis points of the Company’s subsidiary bank’s total assets less Tier 1 Capital.
During 2010, the elevated quarterly assessments continued, but there was no industry wide special assessment as there was in 2009.

Professional fees totaled $2,285,000, an increase of $545,000 or 31%, during the year ended December 31, 2010 compared with
2009 primarily as a result of professional fees incurred during 2010 that were associated with the acquisition of American
Community Bancorp, Inc. effective January 1, 2011 and the acquisition of two branch offices during the second quarter of 2010.
Professional fees increased $70,000 or 4% during 2009 compared with 2008.

Advertising and promotion totaled $1,255,000, an increased $262,000 or 26%, in the year ended December 31, 2010 compared
with 2009 largely as a result of the Company’s common identity initiative and the acquisition of two branch offices in a new market
for the Company during the secend quarter of 2010. Advertising and promotion declined approximately 8% during 2009 compared
with 2008.

Supplies expense totaled $755,000, an increased $227,000 or 43%, in the year ended December 31, 2010 compared with 2009
largely as a result of the Company’s common identity initiative. Supplies expense declined approximately 7% during 2009
compared with 2008.

Other operating expense totaled $5,194,000, an increase of $155,000 or 3%, during the year ended December 31, 2010 compared
with 2010. The increase was largely attributable to the Company’s common identity initiative. Other operating expenses increased
$650,000 or 15% during 2009 compared with 2008. The increase during 2009 was largely attributable to an increased level of loan
collection costs and amortization expense related to a new market tax credit project in which the Company invested in the fourth
quarter of 2009.
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PROVISION FOR INCOME TAXES

The Company records a provision for current income taxes payable, along with a provision for deferred taxes payable in the future.
Deferred taxes arise from temporary differences, which are items recorded for financial statement purposes in a different period
than for income tax returns. The Company’s effective tax rate was 29.6%, 24.7%, and 30.6%, respectively, in 2010, 2009, and
2008. The effective tax rate in all periods is lower than the blended statutory rate. The lower effective rate in all periods primarily
resulted from the Company’s tax-exempt investment income on securities, loans, and company owned life insurance, income tax
credits generated by investments in affordable housing projects, and income generated by subsidiaries domiciled in a state with no
state or local income tax. In addition, during 2009 the Company’s effective tax rate was reduced as a result of tax credits
attributable to a new markets tax credit in which the Company invested in 2009. This credit continued during 2010. See Note 9 to
the Company’s consolidated financial statements included in Item 8 of this Report for additional details relative to the Company’s
income tax provision.

CAPITAL RESOURCES

The Company and its affiliate bank are subject to regulatory capital requirements administered by federal banking agencies.
Capital adequacy guidelines and prompt corrective action regulations involve quantitative measures of assets, liabilities, and certain
off-balance sheet items calculated under regulatory accounting practices. The prompt corrective action regulations provide five
classifications, including well-capitalized, adequately capitalized, undercapitalized, significantly undercapitalized and critically
undercapitalized, although these terms are not used to represent overall financial condition. The Company and its affiliate bank at
year-end 2010 were categorized as well-capitalized as that term is defined by applicable regulations. See Note 7 to the Company’s
consolidated financial statements included in Item 8 of this Report for actual and required capital ratios and for additional
information regarding capital adequacy.

The Company continues to maintain a strong capital position. Shareholders’ equity totaled $121.5 million and $113.5 million at
December 31, 2010 and 2009, respectively. Total equity represented 8.8% and 9.1%, respectively, of year-end 2010 and 2009
total assets. The Company paid cash dividends of $6.2 million or $0.56 per share in 2010 and 2009. The increase in shareholders’
equity during 2010 compared with 2009 was primarily the result of increased retained earnings of $7.2 million.

On April 30, 2009, the Company issued $19.3 million of 8% redeemable subordinated debentures that will mature in a single
payment of principal on March 30, 2019 for gross proceeds to the Company (before offering expenses) of $19.3 million. The
Company has the right to redeem the debentures without penalty or premium on or after March 30, 2012 subject to prior
consultation with the Federal Reserve Board. The entire principal amount was includable in the Company’s Tier 2 regulatory
capital under banking agency regulatory standards at December 31, 2010 and 2009.

USES OF FUNDS

LOANS

Year-end 2010 loans outstanding increased approximately $39.2 million or 4% compared with year-end 2009. The overall increase
in the loan portfolio was largely driven by the May 2010 branch acquisition, pursuant to which the Company acquired
approximately $42.9 million in loans. Commercial and industrial loans increased $29.5 million or 16%, commercial real estate
loans increased $5.3 million or 2%, agricultural loans increased $8.3 million or 5%, and consumer loans increased $3.5 million or
4% during 2010 while residential mortgage loans decreased $7.4 million or 9% during 2010. The decline in the residential loan
portfolio was the result of continued refinancing activity and the Company’s continuance of selling a vast majority of production
into the secondary market.

Total loans at year-end 2009 decreased $13.0 million or 1% compared with year-end 2008. Commercial and industrial loans
increased $13.1 million or 7% and commercial real estate loans increased $4.9 million or 1% during 2009 while agricultural loans
decreased $3.1 million or 2%, consumer loans decreased $12.6 million or 10%, and residential mortgage loans decreased $15.3
million or 15% during 2009. The decline in the residential loan portfolio was the result of historically low market interest rates
during 2009 that spurred refinancing activity. The Company continued to actively originate residential mortgage loans, with the
vast majority of production being sold into the secondary market.

The composition of the loan portfolio has remained relatively stable over the past several years including 2010. The portfolio is
most heavily concentrated in commercial real estate loans at 37% of the portfolio. While this is the largest component of the total
portfolio, the Company has only limited exposure in construction and development lending with this segment representing
approximately 2% of the total loan portfolio. In addition, the Company’s exposure to non-owner occupied commercial real estate
is limited to 21% of the total loan portfolio at year-end 2010. The Company’s commercial lending is extended to various
industries, including hotel, agribusiness and manufacturing, as well as health care, wholesale, and retail services.
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Loan Portfolio December 31,

(dollars in thousands) 2010 2009 2008 2007 2006
Commercial and Industrial Loans and Leases..... $ 218,443 $ 188,962 $ 175,828 $ 158,556 $ 158,502
Commercial Real Estate Loans....... ...cccccvveeneen. 339,555 334,255 329,363 298,477 243,783
Agricultural Loans...........c.oovevennenee. e 165,166 156,845 159,923 165,592 148,872
Consumer Loans..........ccoveeereereeeres cvvevvesveenenenn 118,244 114,736 127,343 131,110 132,791
Residential Mortgage Loans ............ccccverevereceenne 77.310 84,677 100.054 116,908 114.687
Total Loans.......cccocvverereeerenieriiscerneeeerenennas 918,718 879,475 892,511 870,643 798,635
Less: Unearned Income........cccovevvevvenerrenenns (1.482) (1.653) (2.075) (2.922) (2.376)
Subtotal......ccoveviiireere e e 917,236 877,822 890,436 867,721 796,259
Less: Allowance for Loan Losses................. (13.317) (11.016) (9,522) (8,044) (7.129)
Loans, Net......cooceverrirenriineninnes ceeeeeseeseennens $ 903,919 $ 866,806 $ 880,914 $§ 859,677 § 789,130

Ratio of Loans to Total Loans

Commercial and Industrial Loans 24% 21% 20% 18% 20%
Commercial Real Estate Loans.............. 37% 38% 37% 35% 30%
Agricultural Loans............. 18% 18% 18% 19% 19%
Consumer Loans..........cccceeevveeveveneveeenne 13% 13% 14% 15% 17%
Residential Mortgage Loans ..........cc.eccoenvuvuenencne 8% 10% 11% 13% 14%

Total LOans.......cceevivveveeeiririeeireesvesrreereeaeeveens 100% 100% 100% 100% 100%

The Company’s policy is generally to extend credit to consumer and commercial borrowers in its primary geographic market area
in Southern Indiana. Commercial extensions of credit outside this market area are generally concentrated in real estate loans within
a 120 mile radius of the Company’s primary market and are granted on a selective basis. These out-of-market credits include
participations that the Company may purchase from time to time in loans that are originated by banks in which the Company owns
(or previously owned) non-controlling common stock investments.

The following table indicates the amounts of loans (excluding residential mortgages on 1-4 family residences and consumer loans)
outstanding as of December 31, 2010, which, based on remaining scheduled repayments of principal, are due in the periods
indicated (dollars in thousands).

Within One to Five After
One Year Years Five Years Total
Commercial and Agricultural ..........cocovvvvvvieeererennne. $315,635 $322,832 $84,697 $723,164
Interest Sensitivity
Fixed Rate Variable Rate
Loans maturing after one year ..........cccccovvevevenverrernennn. $114.456 $293,073

INVESTMENTS

The investment portfolio is a principal source for funding the Company’s loan growth and other liquidity needs of its subsidiaries.
The Company’s securities portfolio consists of money market securities, uncollateralized federal agency securities, municipal
obligations of state and political subdivisions, and mortgage-backed securities issued by U.S. government agencies. Money market
securities include federal funds sold, interest-bearing balances with banks, and other short-term investments. The composition of
the year-end balances in the investment portfolio is presented in Note 2 to the Company’s consolidated financial statements
included in Item 8 of this Report and in the table below:

Investment Portfolio, at Amortized Cost December 31,
(dollars in thousands) 2010 % 2009 % 2008 %
Federal Funds Sold and Other Short-term Investments $ 4,250 1% $ 12,002 5% $ 27,791 14%
U.S. Treasury and Agency Securities .......oveeeeverernenene - - 5,000 2 --- ---
Obligations of State and Political Subdivisions............ 33,087 10 24,285 9 19,887 10
Mortgage-backed Securities - Residential ................... 304,935 88 214,591 83 151,499 74
Equity SeCUrities........cccoverirmirrerereiriirrceeiesieeseeeiens 2,418 1 2,818 1 3.620 2
Total Securities POrtfolio......c....cceveerereevevenenennne $ 344,690 ___100% $ 258,696 100%  $ 202,797 100%
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The amortized cost of investment securities, including federal funds sold and short-term investments, increased $86.0 million at
year-end 2010 compared with year-end 2009 and increased $55.9 million at year-end 2009 compared with year-end 2008. The
increase in the portfolio during 2010 and 2009 was largely due to the growth of the Company’s core deposit base at a greater pace
than the Company’s loan portfolio.

The largest concentration in the investment portfolio continues to be in mortgage related securities representing 88% of the total
securities portfolio at December 31, 2010. The Company’s level of obligations of state and political subdivisions increased to
$33.1 million or 10% of the portfolio at December 31, 2010.

The Company’s equity securities portfolio at year-end 2010 consisted of non-controlling common stock investments in three
unaffiliated banking companies.

Investment Securities, at Carrying Value
(dollars in thousands)

December 31,
Securities Held-to-Maturity 2010 2009 2008
Obligations of State and Political Subdivisions..........ccceveviiirciennnn $ 1,604 $ 2,774 $ 3,326
Securities Available-for-Sale
U.S. Treasury and Agency Securities ............oe... $ - $ 4,970 $ -
Obligations of State and Political Subdivisions.... 32,178 22,378 16,868
Mortgage-backed Securities - Residential ..., 311,066 221,252 155,627
EQUItY SECUTTHIES ..c.vvvreereeeieieireeiriiitsrenei it sses 3.503 2.340 3.345
Subtotal of Securities Available-for-Sale........ccocereieveevirccrnnennen 346,747 250,940 175,840
TOtal SECUTILIES ..veevereeeierereereeetereereeereseeenesassssssese s aeerees $ 348,351 $ 253714 $ 179,166

The Company’s $346.7 million available-for-sale portion of the investment portfolio provides an additional funding source for the
liquidity needs of the Company’s subsidiaries and for asset/liability management requirements. Although management has the
ability to sell these securities if the need arises, their designation as available-for-sale should not necessarily be interpreted as an
indication that management anticipates such sales.

The amortized cost of debt securities at December 31, 2010 are shown in the following table by expected maturity. Mortgage-
backed securities are based on estimated average lives. Expected maturities will differ from contractual maturities because issuers
may have the right to call or prepay obligations. Equity securities do not have contractual maturities, and are excluded from the
table below.

Maturities and Average Yields of Securities at December 31, 2010
(dollars in thousands)

Within After One But After Five But After Ten
One Year Within Five Years Within Ten Years Years
Amount Yield Amount Yield Amount Yield Amount Yield
U.S. Treasury and
Agency Securities ............ $ - N/A $ - N/A $ - N/A $ - N/A
Obligations of State and
Political Subdivisions ...... 590 7.14% 5,665 5.16% 5,520 5.59% 21,312 6.64%
Mortgage-backed
Securities - Residential .... 9,924 4.94% 267,946 3.76% 27.065 3.10% - N/A
Total Securities.......... $ 10514 4.44% $ 273,611 3.79% $§ 32,585 3.52% $ 21,312 6.64%

A tax-equivalent adjustment using a tax rate of 34 percent was used in the above table.

In addition to the other uses of funds discussed previously, the Company had certain long-term contractual obligations as of
December 31, 2010. These contractual obligations primarily consisted of long-term borrowings with the Federal Home Loan Bank
(“FHLB”), JPMorgan Chase Bank N.A., and subordinated debentures issued during 2009 through a shareholders’ rights offering,
time deposits, and lease commitments for certain office facilities. Scheduled principal payments on long-term borrowings, time
deposits, and future minimum lease payments are outlined in the table below.
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Contractual Obligations Payments Due By Period

(dollars in thousands) Total Less Than 1 Year 1-3 Years 3-5Years More Than 5 Years
Long-term BOrrowings .........cceeeveve i veevveieennns $ 80,332 $ 30 $ 38,069 $ 11,581 $ 30,652
Time Deposits......cc.cceeeeunne 361,550 203,173 134,517 23,733 127
Capital Lease Obligation 1,346 81 162 162 941
Operating Lease Commitments..............c.c...... 2.425 359 574 404 1.088
Total Contractual Obligations..... ......ceceueee $ 445653 $ 203,643 $ 173322 $ 35.880 $ 32808
SOURCES OF FUNDS

The Company’s primary source of funding is its base of core customer deposits. Core deposits consist of demand deposits,
savings, interest-bearing checking, money market accounts, and certificates of deposit of less than $100,000. Other sources of
funds are certificates of deposit of $100,000 or more, brokered deposits, overnight borrowings from other financial institutions and
securities sold under agreement to repurchase. The membership of the Company’s affiliate bank in the Federal Home Loan Bank
System provides a significant additional source for both long and short-term collateralized borrowings. In addition, the Company,
as a separate and distinct corporation from its bank and other subsidiaries, also has the ability to borrow funds from other financial
institutions and to raise debt or equity capital from the capital markets and other sources. The following pages contain a discussion
of changes in these areas.

The table below illustrates changes between years in the average balances of all funding sources:

Funding Sources - Average Balances % Change From
(dollars in thousands) December 31, Prior Year
2010 2009 2008 2010 2009

Demand Deposits

Non-interest-bearing........c.ceevere vuereenns $ 173,091 $ 149,673 $ 140,962 16% 6%

Interest-bearing.........coeeeerevene ceeeecnns 281,355 245,811 212,467 14 16
Savings Deposits......ccoevrveeercverieers cvercvens 76,721 63,182 57,948 21 9
Money Market ACCOUNLS .................oooeeen.n. 160,889 164,221 151,645 @2 8
Other Time Deposits........ccoeveeerrverreiceeenrene 269.286 251.906 258.314 7 )

Total Core Deposits......ccceceeeereieeereens 961,342 874,793 821,336 10 7
Certificates of Deposits of $100,000 or

more and Brokered Deposits................. 84,953 89,135 100,801 Q) (12)
FHLB Advances and

Other BOITOWINGS ..c.vvvvevereevenireeivircenne 150,737 143,332 138.888 5 3

Total Funding Sources...........cco.oeeveneans $ 1,197,032 $ 1,107.260 $ 1,061,025 8 4

Maturities of certificates of deposit of $100,000 or more are summarized as follows:
(dolars in thousands)

3 Months 3 thru 6 thru Over
Or Less 6 Months 12 Months 12 Months Total
December 31,2010 ..o, $25,335 $11,159 $17,057 $35,036 $88,587

CORE DEPOSITS

The Company’s overall level of average core deposits increased approximately 10% during 2010 following a 7% increase during
2009. The Company’s ability to attract core deposits continues to be influenced by competition and the interest rate environment,
as well as the increased availability of alternative investment products. Core deposits continue to represent a stable and viable
funding source for the Company’s operations. Core deposits represented 80% of average total funding sources during 2010
compared with 79% during 200¢ and 77% during 2008.

Demand, savings, and money market deposits have provided a growing source of funding for the Company in each of the periods
reported. Average demand, savings, and money market deposits increased 11% during both 2010 and 2009. Average demand,
savings, and money market deposits totaled $692.1 million or 72% of core deposits (58% of total funding sources) in 2010
compared with $622.9 million or 71% of core deposits (56% of total funding sources) in 2009 and $563.0 million or 69% of core
deposits (53% of total funding sources) in 2008.
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Other time deposits consist of certificates of deposits in denominations of less than $100,000. These deposits increased by 7%
during 2010 following a decrease of 2% in 2009. Other time deposits comprised 28% of core deposits in 2010, 29% in 2009 and
31% in 2008.

OTHER FUNDING SOURCES

Federal Home Loan Bank advances and other borrowings represent the Company’s most significant source of other funding.
Average borrowed funds increased $7.4 million or 5% during 2010 following an increase of $4.4 million or 3% in 2009.
Borrowings comprised approximately 13% of average total funding sources in 2010, 2009 and 2008.

Certificates of deposits in denominations of $100,000 or more and brokered deposits are an additional source of other funding for
the Company’s bank subsidiary. Large denomination certificates and brokered deposits decreased $4.2 million or 5% during 2010
following a decline of $11.7 million or 12% during 2009. Large certificates and brokered deposits comprised approximately 7% of
average total funding sources in 2010, 8% in 2009 and 10% in 2008. This type of funding is used as both long-term and short-term
funding sources.

The bank subsidiary of the Company also utilizes short-term funding sources from time to time. These sources consist of overnight
federal funds purchased from other financial institutions, secured repurchase agreements that generally mature within one day of
the transaction date, and secured overnight variable rate borrowings from the FHLB. These borrowings represent an important
source of short-term liquidity for the Company’s bank subsidiary. Long-term debt at the Company’s bank subsidiary is in the form
of FHLB advances, which are secured by the pledge of certain investment securities, residential and housing-related mortgage
loans, and certain other commercial real estate loans. See Note 6 to the Company’s consolidated financial statements included in
Item 8 of this Report for further information regarding borrowed funds.

PARENT COMPANY FUNDING SOURCES

The parent company is a corporation separate and distinct from its bank and other subsidiaries. For information regarding the
financial condition, result of operations, and cash flows of the Company, presented on a parent-company-only basis, see Note 15 to
the Company’s consolidated financial statements included in Item 8 of this Report.

The Company uses funds at the parent company level to pay dividends to its shareholders, to acquire or make other investments in
other businesses or their securities or assets, to repurchase its stock from time to time, and for other general corporate purposes.
The parent company does not have access at the parent-company level to the deposits and certain other sources of funds that are
available to its bank subsidiary to support its operations. Instead, the parent company has historically derived most of its revenues
from dividends paid to the parent company by its bank subsidiary. The Company’s banking subsidiary is subject to statutory
restrictions on its ability to pay dividends to the parent company. See Note 7, Stockholders’ Equity, of the Notes to the
Consolidated Financial Statements included in Item 8 of this Report, which is incorporated herein by reference. The parent
company has in recent years supplemented the dividends received from its subsidiaries with borrowings, which are discussed in
detail below.

At year-end 2010, the Company had an outstanding credit facility with JPMorgan Chase Bank, N.A. (the “Lender”) pursuant to
which (a) the parent company is obligated to the Lender under a $10 million subordinated debenture issued by the parent company
to the Lender in 2006, and a term loan made by the Lender to the parent company in 2006 in the original principal amount of $10
million, and (b) the Lender has made available to the parent company a $5 million revolving line of credit. The Company's
obligations to repay its borrowings from the Lender under the term loan and the line of credit are secured by a pledge to the Lender
of all of the Company's stock in the Bank.

The subordinated debenture held by the Lender matures in a single installment of principal on January 1, 2014. Interest is payable
quarterly on the outstanding principal balance.

The term loan matures on the following schedule: $1.0 million principal amount was payable on January 1, 2008 and $1.5 million
was or is payable on January 1 of each of the years 2009 through 2014, inclusive. Interest is payable quarterly on the outstanding
principal balance. The outstanding principal balance of the term loan was $4.5 million at year-end 2010 (the $1.5 million principal
payment due January 1, 2011 was made in late December 2010).

The revolving line of credit expires on September 30, 2011, at which time any amounts then outstanding would be due and payable
to the Lender. The interest rate payable by the Company to the Lender in respect of LIBOR-based advances made to the Company
under the line of credit is LIBOR plus 300 basis points, and includes a provision for a non-refundable fee on the unused portion of
the maximum amount available under the line of credit of 35 basis points per annum, due quarterly in arrears. At December 31,
2010, there was no outstanding balance owed to the Lender under the revolving line of credit.
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The parent company has made certain representations and warranties to the Lender, and has agreed to comply with certain
affirmative and negative covenants with the Lender. Among the affirmative covenants are provisions requiring that (a) the
Company maintain the capital ratios of the parent company and of its subsidiary bank(s) at levels that would be considered “well-
capitalized” under the prompt corrective action regulations of the federal banking agencies, (b) the Company maintain a
consolidated ratio of (i) the sum of its non-performing loans plus other real estate owned (real estate that is neither used in the
ordinary course of the business of the Company or its subsidiaries nor held for future use) (OREO) to (ii) the sum of the Company's
loans plus OREO, of not greater than 3.25% (at December 31, 2010, this ratio was 1.45%), and (c) the Company maintain during
each twelve-month period (tested quarterly, commencing December 31, 2010) a minimum ratio of cash flow to fixed charges (as
defined, parent company only) of 1-to-1 (the Company’s ratio tested as of December 31, 2010, for the twelve-month period then
ended was 1.46-to-1). If the parent company were to fall out of compliance with its representations and warranties to the Lender or
were to breach its covenants with the Lender, the Lender could elect to declare that the Company is in default under the credit
facility with the Lender, and as a result (a) could elect to declare all amounts borrowed under the term loan and the revolving line
of credit (and, in certain limited cases, the amount payable under the subordinated debenture) to be immediately due and payable
and (b) could refuse to advance to the Company additional amounts under the revolving line of credit.

On April 30, 2009, the parent company issued $19.3 million of 8% redeemable subordinated debentures that will mature in a single
payment of principal on March 30, 2019 for gross proceeds (before offering expenses) of $19.3 million. The parent company has
the right to redeem the debentures without penalty or premium on or after March 30, 2012 subject to prior consultation with the
Federal Reserve Board. The entire principal amount was includable in the parent company’s consolidated Tier 2 regulatory capital
under banking agency regulatory standards at December 31, 2010.

See Note 6 to the Company’s ccnsolidated financial statements included in Item 8 of this Report for further information regarding
the parent company borrowed funds.

RISK MANAGEMENT

The Company is exposed to various types of business risk on an on-going basis. These risks include credit risk, liquidity risk and
interest rate risk. Various procedures are employed at the Company’s affiliate banks to monitor and mitigate risk in the loan and
investment portfolios, as well as risks associated with changes in interest rates. Following is a discussion of the Company’s
philosophies and procedures to address these risks.

LENDING AND LOAN ADMINISTRATION

Primary responsibility and accountability for day-to-day lending activities rests with the Company’s subsidiary bank. Loan
personnel at the subsidiary bank have the authority to extend credit under guidelines approved by the bank’s board of directors.
The executive loan committee serves as a vehicle for communication and for the pooling of knowledge, judgment and experience
of its members. The committee provides valuable input to lending personnel, acts as an approval body, and monitors the overall
quality of the bank’s loan portfolio. The Corporate Credit Risk Management Committee, comprised of members of the Company’s
and its subsidiary bank’s executive officers and board of directors, strives to ensure a consistent application of the Company’s
lending policies. The Company also maintains a comprehensive risk-grading and loan review program, which includes quarterly
reviews of problem loans, delinquencies and charge-offs. The purpose of this program is to evaluate loan administration, credit
quality, loan documentation and the adequacy of the allowance for loan losses.

The Company maintains an allowance for loan losses to cover probable, incurred credit losses identified during its loan review
process. Management estimates the required level of allowance for loan losses using past loan loss experience, the nature and
volume of the portfolio, information about specific borrower situations and estimated collateral values, economic conditions, and
other factors. Allocations of the allowance may be made for specific loans, but the entire allowance is available for any loan that,
in management’s judgment, should be charged-off. Loan losses are charged against the allowance when management believes the
uncollectibility of a loan balance is confirmed.

The allowance for loan losses is comprised of: (a) specific reserves on individual credits; (b) general reserves for certain loan
categories and industries, and overall historical loss experience; and (c) unallocated reserves based on performance trends in the
loan portfolios, current economic conditions, and other factors that influence the level of estimated probable losses. The need for
specific reserves are considered for credits when: (a) the customer’s cash flow or net worth appears insufficient to repay the loan;
(b) the loan has been criticized in a regulatory examination; (c) the loan is on non-accrual; or, (d) other reasons where the ultimate
collectability of the loan is in question, or the loan characteristics require special monitoring.
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Allowance for Loan Losses
(dollars in thousands)

Years Ended December 31,

2010 2009 2008 2007 2006

Balance of Allowance for Possible

Losses at Beginning of Period ..........ccovecocococccnnnnnnsnnnens $ 11,016 $ 9,522 $ 8,044 $ 7,129 $ 9,265
Loans Charged-off:
Commercial and Industrial Loans.........cccccccececrneniiinininiennenones 345 941 148 506 870
Commercial Real Estate Loans 2,842 1,248 2,005 1,601 2,187
Agricultural Loans ... 44 - 28 360 -
Consumer Loans..........ccccceueee. 465 640 686 508 706
Residential Mortgage Loans 518 345 257 269 185

Total Loans Charged-off ... 4,214 3,174 3,124 3,244 3,948
Recoveries of Previously Charged-off Loans:
Commercial and Industrial 1.oans.......c.cccconevviiniinieiiinicneeniiniens 24 - 49 53 78
Commercial Real Estate Loans 1,089 588 285 270 35
Agricultural LOans ...t ceens --- 17 --- 55 30
Consumer LOANS ......ccceviriererenrioiine ittt 171 192 267 172 226
Residential Mortgage Loans 6 121 11 18 34

Total Recoveries.........c.o.... 1.290 918 612 568 403
Net Loans Recovered (Charged-off)........ccocverirvierciniiniininiann, (2,924) (2,256) (2,512) (2,676) (3,545)
Additions to Allowance Charged to Expense ... 5,225 3,750 3,990 3,591 925
Allowance from Acquired Subsidiary............... - - o == 484
Balance at End of Period .........ccevievierivieesneeeeercncssinnnenenns $ 13,317 $ 11,016 $ 9522 $ 8.044 $ 7,129
Net Charge-offs to Average Loans Outstanding ..........ccceevvevenennn 0.32% 0.25% 0.29% 0.32% 0.50%
Provision for Loan Losses to Average Loans Outstanding.......... 0.58% 0.42% 0.45% 0.43% 0.13%
Allowance for Loan Losses to Total Loans at Year-end............... 1.45% 1.25% 1.07% 0.93% 0.90%
The following table indicates the breakdown of the allowance for loan losses for the periods indicated (dollars in thousands):
Commercial and Industrial LOAnS.........ccccevveeveveerereercreereneneenenes $ 3,713 $ 2,146 $ 2476 $ 1,830 $ 1,799
Commercial Real Estate Loans .....cccccvvveveerereneeenieneecneeninensneenns 7,497 6,477 4,909 4,068 3,365
Agricultural LOans .......cccoveveviiriimiineniiieiterei e 750 872 1,258 1,343 971
Consumer Loans 582 520 481 483 602
Residential Mortgage Loans .........ccoueeueeeieeicnceeencnniiinissieneeinnne 543 545 398 320 341
UnAllOCAtEd......cvveevieierieettieerererr et ae s s e enn s 232 456 - -—- 51
Total Allowance for Loan LOSSES .....ccoceereeruveiivirinineeneninierinenes $ 13,317 $ 11,016 $ 9522 § 8044 $ 7129

The allowance for loan losses at year-end 2010 increased to $13.3 million or 1.45% of total loans compared to $11.0 million or
1.25% of total loans at year-end 2009. The increase in the allowance for loan losses during 2010 was largely attributable to an
increased level of commercial watch list, adversely classified, and impaired loans. While this increased level has not necessarily
translated into a significant increase in the Company’s non-performing loan portfolio or increase in net charge-offs, the Company’s
methodology for determining the allowance indicated a higher level of allowance for loan losses was warranted when compared

with prior years.

The allowance for loan loss at year-end 2010 represented 119% of non-performing loans compared to 125% at year-end 2009. Net
charge-offs totaled $2.9 million or 0.32% of average loans during 2010. This compares to net charge-offs of $2.3 million or 0.25%
of average loans outstanding during 2009 and $2.5 million or 0.29% of average loans outstanding during 2008.

Please see “RESULTS OF OPERATIONS — Provision for Loan Losses” and “CRITICAL ACCOUNTING POLICIES AND
ESTIMATES — Allowance for Loan Losses” for additional information regarding the allowance.
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NON-PERFORMING ASSETS

Non-performing assets consist of: (a) non-accrual loans; (b) loans which have been renegotiated to provide for a reduction or
deferral of interest or principal because of deterioration in the financial condition of the borrower; (c) loans past due 90 days or
more as to principal or interest; and, (d) other real estate owned. Loans are placed on non-accrual status when scheduled principal
or interest payments are past due for 90 days or more or when the borrower’s ability to repay becomes doubtful. Uncollected
accrued interest is reversed against income at the time a loan is placed on non-accrual. Loans are typically charged-off at 120 days
past due, or earlier if deemed uncollectible. Exceptions to the non-accrual and charge-off policies are made when the loan is well
secured and in the process of collection. The following table presents an analysis of the Company’s non-performing assets.

Non-performing Assets December 31,
(dollars in thousands) 2010 2009 2008 2007 2006
Non-accrual LOans.........oocvvvveeviiiiiieeecie e $ 10,150 $ 8,374 $ 8,316 $ 4,356 $ 9,652
Past Due Loans (90 days or more) 671 113 34 8 -
Restructured Loans.........c.cocoveveiiinieninnnnienneseeenns 396 306 - -—- -—-
Total Non-performing Loans .........ccccoevevrvrererrieennns 11,217 8,793 8,350 4,364 9,652
Other Real EState........c.cccccivrieeevntierenrerceeenenseeenencnns 2,095 2,363 1,818 1.517 845
Total Non-performing ASSets.... ...ccceereeenvererennrenns $ 13,312 $ 11,156 $ 10,168 § 5881 $ 10,497
Non-performing Loans to Total Loans .........c...cceueuene... 1.22% 1.00% 0.94% 0.50% 1.21%
Allowance for Loan Losses to Non-performing Loans... 118.72% 125.28% 114.04% 184.33% 73.86%

Non-performing assets totaled $13.3 million at December 31, 2010 compared with $11.2 million at December 31, 2009. Non-
performing loans totaled $11.2 million at December 31, 2010 and $8.8 million at December 31, 2009. Non-performing loans
represented 1.22% of total outstanding loans at December 31, 2010 compared with 1.00% of total outstanding loans at year-end
2009.

The increase in non-performing assets and more specifically non-accrual loans during 2010 was largely attributable to two
commercial real estate credit relationships. These two credit relationships totaled approximately 45% of the total non-accrual loans
as of December 31, 2010. The first credit, which was placed on non-accrual status during the first quarter of 2010, is a commercial
development land loan that totaled $2.4 million at December 31, 2010. The Company is continuing to work with the borrower and
potential buyers to liquidate the property while foreclosure proceeding are also continuing. The second loan, which was placed on
non-accrual during the third quarter 2010, is a commercial warehouse-space loan that totaled $2.1 million at December 31, 2010
and is currently partially occupicd. The Company restructured the loan, but kept the loan on non-accrual status, and is continuing
to work with the borrower in an attempt to liquidate the property. As economic pressures continue as a result of difficult economic
conditions, increasing numbers of the Company’s borrowers could be negatively impacted resulting in an increased level of non-
performing loans in future periods.

Loan impairment is reported when full repayment under the terms of the loan is not expected. If a loan is impaired, a portion of
the allowance is allocated so that the loan is reported net, at the present value of estimated future cash flows using the loan’s
existing rate, or at the fair value of collateral if repayment is expected solely from the collateral. Commercial and industrial loans,
commercial real estate loans, and agricultural loans are evaluated individually for impairment. Smaller balance homogeneous loans
are evaluated for impairment in total. Such loans include real estate loans secured by one-to-four family residences and loans to
individuals for household, family and other personal expenditures. Individually evaluated loans on non-accrual are generally
considered impaired. Impaired loans, or portions thereof, are charged off when deemed uncollectible. The total dollar amount of
impaired loans at December 31, 2010 was $16.7 million. For additional detail on impaired loans, see Note 3 to the Company’s
consolidated financial statements included in Item 8 of this Report.

Interest income recognized on non-performing loans for 2010 was $277,000. The gross interest income that would have been
recognized in 2010 on non-performing loans if the loans had been current in accordance with their original terms was $907,000.
Loans are typically placed on non-accrual status when scheduled principal or interest payments are past due for 90 days or more,
unless the loan is well secured and in the process of collection.

LIQUIDITY AND INTEREST RATE RISK MANAGEMENT

Liquidity is a measure of the ability of the Company’s subsidiary bank to fund new loan demand, existing loan commitments and
deposit withdrawals. The purpose of liquidity management is to match sources of funds with anticipated customer borrowings and
withdrawals and other obligations to ensure a dependable funding base, without unduly penalizing earnings. Failure to properly
manage liquidity requirements can result in the need to satisfy customer withdrawals and other obligations on less than desirable
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terms. The liquidity of the parent company is dependent upon the receipt of dividends from its bank subsidiary, which are subject
to certain regulatory limitations explained in Note 7 to the Company’s consolidated financial statements included in Item 8 of this
Report, as enhanced by its ability to draw upon term financing arrangements and a line of credit established by the parent company
with a correspondent bank lender as described under “SOURCES OF FUNDS — Parent Company Funding Sources”, above. The
subsidiary bank’s source of funding is predominately core deposits, time deposits in excess of $100,000 and brokered certificates
of deposit, maturities of securities, repayments of loan principal and interest, federal funds purchased, securities sold under
agreements to repurchase and borrowings from the Federal Home Loan Bank and Federal Reserve Bank.

Interest rate risk is the exposure of the Company’s financial condition to adverse changes in market interest rates. In an effort to
estimate the impact of sustained interest rate movements to the Company’s earnings, the Company monitors interest rate risk
through computer-assisted simulation modeling of its net interest income. The Company’s simulation modeling monitors the
potential impact to net interest income under various interest rate scenarios. The Company’s objective is to actively manage its
asset/liability position within a one-year interval and to limit the risk in any of the interest rate scenarios to a reasonable level of
tax-equivalent net interest income within that interval. The Company’s Asset/Liability Committee monitors compliance within
established guidelines of the Funds Management Policy. See Item 7A. Quantitative and Qualitative Disclosures About Market Risk
section for further discussion regarding interest rate risk.

OFF-BALANCE SHEET ARRANGEMENTS

The Company has no off-balance sheet arrangements other than stand-by letters of credit as disclosed in Note 12 to the Company’s
consolidated financial statements included in Item 8 of this Report.
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

The Company’s exposure to matket risk is reviewed on a regular basis by the Asset/Liability Committee and Board of Directors.
Primary market risks, which impact the Company’s operations, are liquidity risk and interest rate risk, as discussed above.

As discussed previously, the Company monitors interest rate risk by the use of computer simulation modeling to estimate the
potential impact on its net interest income under various interest rate scenarios. Another method by which the Company’s interest
rate risk position can be estimated is by computing estimated changes in its net portfolio value (“NPV”). This method estimates
interest rate risk exposure from movements in interest rates by using interest rate sensitivity analysis to determine the change in the
NPV of discounted cash flows from assets and liabilities. NPV represents the market value of portfolio equity and is equal to the
estimated market value of assets minus the estimated market value of liabilities. Computations are based on a number of
assumptions, including the relative levels of market interest rates and prepayments in mortgage loans and certain types of
investments. These computations do not contemplate any actions management may undertake in response to changes in interest
rates, and should not be relied upon as indicative of actual results. In addition, certain shortcomings are inherent in the method of
computing NPV. Should interest rates remain or decrease below current levels, the proportion of adjustable rate loans could
decrease in future periods due to refinancing activity. In the event of an interest rate change, prepayment levels would likely be
different from those assumed in the table. Lastly, the ability of many borrowers to repay their adjustable rate debt may decline
during a rising interest rate environment.

The following table provides ar: assessment of the risk to NPV in the event of sudden and sustained 1% and 2% increases and
decreases in prevailing interest rates. The table indicates that as of December 31, 2010 the Company’s estimated NPV might be

expected to decrease under either an increase or decrease of 2% in prevailing interest rates (dollars in thousands).

Interest Rate Sensitivity as of December 31, 2010

Net Portfolio Value
Net Portfolio as a % of Present Value
Value of Assets
Changes
in Rates Amount % Change NPV Ratio Change
F2Y0 e e $129,111 (16.44)% 9.80% (142) b.p.
F190 et e 142,800 (7.58)% 10.60% (62) b.p.
Base ..o s 154,509 -— 11.22% -—
S190 e e 141,642 (8.33)% 10.19% (103) b.p.
2200 e e 127,074 (17.76)% 9.10% (212) b.p.

The above discussion, and the portions of MANAGEMENT’S DISCUSSION AND ANALYSIS in Ttem 7 of this Report that are
referenced in the above discussion contain statements relating to future results of the Company that are considered “forward-
looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995. These statements relate to, among
other things, simulation of the impact on net interest income from changes in interest rates. Actual results may differ materially
from those expressed or implied therein as a result of certain risks and uncertainties, including those risks and uncertainties
expressed above, those that are described in MANAGEMENT’S DISCUSSION AND ANALYSIS in Ttem 7 of this Report, and
those that are described in Iteni 1 of this Report, “Business,” under the caption “Forward-Looking Statements and Associated
Risks,” which discussions are incorporated herein by reference.
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Item 8. Financial Statements and Supplementary Data.

Report of Independent Registered Public Accounting Firm

Board of Directors and Shareholders
German American Bancorp, Inc.
Jasper, Indiana

We have audited the accompanying consolidated balance sheets of German American Bancorp, Inc. as of December 31, 2010 and
2009 and the related consolidated statements of income, changes in shareholders’ equity, and cash flows for each of the three years
in the period ended December 31, 2010. We also have audited German American Bancorp, Inc.’s internal control over financial
reporting as of December 31, 2010, based on criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO). German American Bancorp, Inc.’s management is
responsible for these financial statements, for maintaining effective internal control over financial reporting, and for its assessment
of the effectiveness of internal control over financial reporting, included in the accompanying Management’s Report on Internal
Control over Financial Reporting. Our responsibility is to express an opinion on these financial statements and an opinion on the
Company's internal control over financial reporting based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement and whether effective internal control over financial reporting was maintained in all material
respects. Our audits of the financial statements included examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. Our audit of internal control over financial reporting included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk. Our audits also included
performing such other procedures as we considered necessary in the circumstances. We believe that our audits provide a reasonable
basis for our opinions.

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. A company's internal control over financial reporting includes those policies and procedures that (1) pertain
to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets
of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are
being made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's assets that
could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because
of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position
of German American Bancorp, Inc. as of December 31, 2010 and 2009, and the results of its operations and its cash flows for each
of the three years in the period ended December 31, 2010, in conformity with accounting principles generally accepted in the
United States of America. Also in our opinion German American Bancorp, Inc. maintained, in all material respects, effective
internal control over financial reporting as of December 31, 2010, based on criteria established in Internal Control — Integrated
Framework issued by the COSO.

Louisville, Kentucky /s/ Crowe Horwath LLP
March 9, 2011 Crowe Horwath LLP
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Consolidated Balance Sheets
Dollars in thousands, ¢xcept per share data

ASSETS

Cash and Due from Banks..........c..ooviiiiiiiiiicee et e et e s e e eeeeaeens

Securities Available-for-Sale, at Fair Value.........cccooooiviivivereeeee et

Securities Held-to-Maturity, at Cost (Fair value of $1,613 and $2,801 on

December 31, 2010 and 2009, 1eSPECtIVELY) ..eovivrriveerreerieieieceiecrccrecreere e v
Loans Held-fOr-Sale.......cccooiviriiiineniitienesie ettt

LLOAIS ettt ettt e e e s b e e et e e srateeeabeeeaeenan
Less:  Unearned INCOME ..........veevveeeiiieeieieeceeeeeeeeeee ettt e snesneeones

Allowance for Loan LOSSES ...cuuiiiivieeeeeeieiecieeree ettt s s sne e eneens
L0ANS, NNEL....vtiiiieiiieectie et ettt e et b et e e saee et b ee e e eesnreeerteessntessasesesaeenan

Stock in FHLB of Indianapolis and Other Restricted Stock, at Cost...........cocoeermen..n..
Premises, Furniture and EQUIpment, Net..........ocviveeiiireniinecnieneeeerece e enenenens
Other REal ESLALE ......c.coceiiiciiiriscieiereseteeet ettt ee et e er e bt et s e e s
GOOAWILL ...ttt ettt be b e ettt ean s es
INtANGIDIE ASSEES ....eiviueiueetirireietiierieteiete et eseetasseseesessesseseetessessesseseesessensersereseesensenans
Company Owned Life INSUTANCE ..........coeririieinieiririeresree e steree et sreseen e ere e et erens
Accrued Interest Receivable and Other ASSets ........cccocviereevienerieeieeeeerieceee e

TOTAL ASSETS ..ottt ettt st s b s e

LIABILITIES

Non-interest-bearing Demand Deposits....c.cececiveereeirieienieoiiie et
Interest-bearing Demand, Savings, and Money Market Accounts.............c.cccvevneneen.
TIME DEPOSIES ...vevirvrireeriitriee ettt et rs bbb bess et sttt esese e s e sessnsans

TOtAl DEPOSIES -...eveneiuirierreet ittt ettt et ettt b s vebene

FHLB Advances and Other BOITOWINGS .....ccvevieuieieeieioreitiieieetiee et eveseeneas
Accrued Interest Payable and Other Liabilities.........cccoceicoirenrecniniicecicececicieeeeena

TOTAL LIABILITIES .. ..ottt eveesiee e sere e s asessans

Commitments and Contingencies (Note 12)

SHAREHOLDERS’ EQUITY

Preferred Stock, $10 par value; £00,000 shares authorized, no shares issued
Common Stock, no par value, $1 stated value; 20,000,000 shares authorized
Additional Paid-in Capital ...........ccccoerrirrriieiiieeeieeee et
Retained Earnings .......cocoueeeveent ieuinteieininieiieeeestereneereseesreteseese e ssesessesess s s seresseseseses
Accumulated Other Comprehensive INCOmE.........o.ocevvrevivivienineienieeceeeeeree e

TOTAL SHAREHOLDERS’ EQUITY ....ccocivivinriininieiinnicnenirereresesiessnenns
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY ....ccoeoevvnviveininieinenne.

End of period shares issued and outStanding ........c.c.ocooeeceeeirieerinreceereiniereee e

December 31,

See accompanying notes to consolidated financial statements.
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2010 2009
15,021 $ 16,052
4,250 12,002
19,271 28,054

346,747 250,940
1,604 2,774
11,850 5,706
918,718 879,475
(1,482) (1,653)
(13,317) (11,016)
903,919 866,806
9,207 10,621
25,974 22,153
2,095 2,363

9,835 9,655

2,624 2,618
24,822 24,008
17,940 17.267

$ 1,375,888 $ 1242965
184,204 $ 155,268
541,532 484,699
361,550 329.676
1,087,286 969,643
153,717 148,121
13.351 11,652
1,254,354 1,129,416
11,105 11,077
69,297 68,816
36,232 29,041
4,900 4,615
121,534 113,549

$ 1,375,888 $ 1,242,965
11,105,583 _ 11,077,382



Consolidated Statements of Income
Dollars in thousands, except per share data

INTEREST INCOME
Interest and Fees 0N LOANS.......cuieieieirrereieieee e eeeeceeesiiceeeeare e snneeaesrerenenes
Interest on Federal Funds Sold and Other Short-term Investments...................
Interest and Dividends on Securities:
TAXADIE ...ttt ererre e e e e e e e e e e ee e aeabata e e e e s e b arataeaeeennene
NODAAXADIE ...ttt e e e e e e e e e erbn e eaeaessessbnranasaenens

TOTAL INTEREST INCOME .......cccooiniiiiiiiiiiecc

INTEREST EXPENSE
Interest ON DEPOSILS ...vvvveeureriiereiieieteie ettt st s ae s s s sanresaens
Interest on FHLB Advances and Other Borrowings ..........cccceevneninniniennenns

TOTAL INTEREST EXPENSE.......ccociiiiviiiiiiiiininciencnecerc e,

NET INTEREST INCOME ......ooooiiiiiieteeeeeeeeeeiet e seteeeteeesvsseaneessnaesans
Provision fOr LOam LLOSSES......cieeoviriiieiieeeeiiiarereeeeteisssnrrreeeeeesesssnsseeeessesesessssnsens

NET INTEREST INCOME AFTER PROVISION FOR LOAN LOSSES

NON-INTEREST INCOME

Trust and Investment Product FEes.........cooeerieririeniininciiciiiniiiicnincinens
Service Charges on Deposit ACCOUNES ....c...ovueveieerietrntenteneiereneenee e seeeeeenaes
INSUrance REVENUES.......c.eove ittt s
Company Owned Life InSurance..........cccevveereccocroieniiiicninciiiinnnnnnen
Interchange Fee TNCOME ........oceiiiiiriiicieiesccreeetete ettt
Other Operating INCOMIE. .......c.evviererieeeiirereciecrr et
Net Gains on Sales 0f LOANS ...c.oooieiiieieetete e e
Net Gain (LOSS) 0N SECUITHIES ...eeeereieeierereieeeeeieniteeeeseeseee et eeseeeeneessesssesas

TOTAL NON-INTEREST INCOME .........................................................

NON-INTEREST EXPENSE

Salaries and Employee Benefits.........oocociviiinieinieieniccniecenenre e
OCCUPANCY EXPOIISE ...veenieeieeiieeierie e ettie ettt et s n e e sae s
Furniture and Equipment EXPense .........ccccvccevieieviencnininteieceiere s
FDIC Premilms ...oocveeieenieeieeeceeeeteererrecemesm e seessasssas st sassare e snne e s
Data Processing FEES .......coviriiiiiiiiniiiiieeiicecceeceite et
Professional FEES ...cocvii ittt sttt
Advertising and Promotion ..........c.cceceeveeoreninieienoieinccnienineereie e
SUPPLICS. ettt
Intangible AMOTIZAION .....coveeeveiireririeirieiite e s erees
Other Operating EXPenSes .......cooceeveerueeiernieriiiiicccieces et

TOTAL NON-INTEREST EXPENSE......ccociiimiiiiniiiierreeine

Income before INCOME TaAXKES ...uuurrriieieieeieiiiiereeerereeiirretaeeees s rnrrerese e e e seiaraaeees
Income Tax EXPEnSEe.....coovuiiiiiiiniiiiiiiiiiiicin it
NET INCOME .......ooiieiiieeeieree et eaesesseiaratae e e s senasresese e s sesbnsanens

Earnings per SHare .........cccoevieiiieciniiciniiiiciceeee e

Diluted Earnings per Share ..........cocceeveeeeiioienicrniciiiiienine e ereas

See accompanying notes to consolidated financial statements.
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Years Ended December 31,

2009 2008
$53,905  $58477
106 593
8,660 8,007
1,065 768
63,736 67,845
13,495 21,212
5.728 5,696
19.223 26,908
44,513 40,937
3,750 3,990
40,763 36,947
1,617 2,288
4,395 4,920
5,296 6,306
1,104 791
969 909
1,141 1,503
1,760 1,399
(423) 94
15.859 18.210
21,961 20,786
3,382 3,249
2,653 2,428
1,863 209
1,368 1,493
1,740 1,670
993 1,078
528 570
909 889
4,994 4344
40.391 36,716
16,231 18,441
4,013 5.638
12,218 12,803
.10 $ 1.16
110 $ 116



Consolidated Statements of Changes in Shareholders’ Equity

Dollars in thousands, except per share data

Accumulated
Additional Other Total
Common Stock Paid-in Retained Comprehensive Shareholders’

Shares Amount Capital Earnings Income Equity
Balances, January 1,2008 ...................c..c...... 11,029,484 $§ 11,029 § 68,408 $§ 16,681 $ 998 $ 97,116
Comprehensive Income:
Net INCOME ... e 12,803 12,803
Changes in Unrealized Gain (Loss) on

Securities Available for Sale, net.................. 1,612 1,612
Change in Unrecognized Loss on

Postretirement Benefit Obligatior ................ 144 144

Total Comprehensive Income 14,559
Cash Dividends ($.56 per share) (6,177) 6,177)
Adjustment to Initially Apply ASC 715-60...... (288) (288)
Employee Stock Purchase Plan............c..cc.c.c.... (46) (46)
Restricted Share Grants ........coceeceeve ceevenencnnnnee 804 1 9 10
Balances, December 31,2008 ......................... 11,030,288 11,030 68,371 23,019 2,754 105,174
Comprehensive Income:

Net INCOME ....oevveeeieeiiecreeeeeeere e e 12,218 12,218
Changes in Unrealized Gain (Loss) on

Securities Available for Sale, net .................. 1,908 1,908
Change in Unrecognized Amounts in Pension . 47) 47

Total Comprehensive Income....................... 14,079
Cash Dividends ($.56 per share)..........ccccoueune. (6,196) (6,196)
Issuance of Common Stock for:

Exercise of Stock Options.............oceevvrvrrnene. 3,354 3 6 9
Employee Stock Purchase Plan.............cc........ 3} 2)
Restricted Share Grants ..........cccceee coeveniereennenen 43.740 44 441 485
Balances, December 31,2009 ........................ 11,077,382 11,077 68,816 29,041 4,615 113,549
Comprehensive Income:

Net INCOME ...coovvieiieiiiieiitieieec et 13,405 13,405
Changes in Unrealized Gain (Loss) on

Securities Available for Sale, net.................. 474 474
Change in Unrecognized Loss on

Postretirement Benefit Obligation ................ (176) 176)
Change in Unrecognized Amounts in Pension . (13) 13)

Total Comprehensive Income........ccccoceeneeeee. 13,690
Cash Dividends ($.56 per share)..........cccoceu.e... (6,214) (6,214)
Issuance of Common Stock for:

Exercise of Stock Options.........c.cccveirvceenne 3,698 4 31 35
Employee Stock Purchase Plan 30) 30)
Restricted Share Grants ........cccocveeeerievveecneennnens 24,503 24 381 405
Income Tax Benefit From Restricted

Share Grant........c.cccceeveevveerinencereerereecnenenns 99 99
Balances, December 31,2010 ......................... 11105583 § 11,105 § 69,297 S 36,232 $ 4900 S 121,534

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Cash Flows
Dollars in thousands

Years Ended December 31,

CASH FLOWS FROM OPERATING ACTIVITIES 2010 2009 2008
INEE INCOIME .. eeeeeeeeeeeneeeeee et eeteeeereesitesestastts st s esseeesssssseeeseesasaesssaesssassasasnressnesseesseessaernnnees $ 13,405 $ 12,218 $ 12,803
Adjustments to Reconcile Net Income to Net Cash from Operating Activities:
Net Accretion on Securities .........ooevveevveeeennens 1,080 (144) (812)
Depreciation and Amortization . 3,720 3,688 3,362
Loans Originated for Sale..........cccovivcnnnnn. . (125,473) (145,993) (105,448)
Proceeds from Sales of Loans Held-for-Sale .........ccooeeiiceeeeeiiininrienveceniieenceneeens 121,489 145,213 109,378
Loss in Investment in Limited Partnership..........coccovceveeinininiiiiiineneieis 135 138 141
Provision for Loan Losses 5,225 3,750 3,990
Gain on Sale of LOAns, NeL......ccovivvereeiicierviieiciiiin e eeseneste sttt enesns (2,160) (1,760) (1,399)
Gain ON SECUITTIES, TIEL .. .vviiveiiirieeieeireeiitescenereessreseeersreesesssessnsebeesanesnnsssasebsssrneen - - (1,031)
Loss (Gain) on Sales of Other Real Estate and Repossessed Assets............covveunen. (161) 364 62
Loss (Gain) on Disposition and Impairment of Premises and Equipment................. 33) 11 25)
Other-than-temporary Impairment on SECUIIties.........ccovriviivvinininiiiiieeneeeene - 423 937
Increase in Cash Surrender Value of Company Owned Life Insurance .................... (814) (670) (805)
Equity Based COmpensation.........cceuvivieieniiieeieieiniecieensssesessss s ssssesssees 405 485 10
Excess Tax Benefit from Restricted Share Grant.........c.ccccocvivivcinnninininiencnannn, 99 - -
Change in Assets and Liabilities:
Interest Receivable and Other ASSELS .....cc.cccermvirereniiiiiniiiinecesrsereeseeene (532) (4,236) 1,798
Interest Payable and Other Liabilities........ 1.040 (3.062) (827)
Net Cash from Operating Activities 17,227 10,425 22,134
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from Maturities, Calls, Redemptions of Securities Available-for-Sale...... 59,795 54,294 52,304
Proceeds from Sales of Securities Available-for-Sale ......ccoovvvvveiinniiiciininiiinnnnn. -— 379 53,641
Purchase of Securities Available-for-Sale ..........ccccovvviiiniiiiiiiiiiiiees (155,797) (127,192) (130,170)
Proceeds from Maturities of Securities Held-to-Maturity.........ccooeeeeiiiniiiinieienennns 1,175 554 1,140
Proceeds from Redemption of Federal Home Loan Bank Stock.........ccooivmviinnnas 1,414 -—- -
PUTChASE OF LLOAIIS...eeoveeciieeerieereerrresneesseeseenssenesseeseeesesssseessaesraessassrnessssasssnsssnssssens (3,496) (24,078) (29,574)
Proceeds from Sales 0F LOANS......c.ciiiiiiiiierieeeeee et erressieeeneeseseesseeeneeeeresnessacesnnas 6,778 21,057 5,369
Loans Made to Customers, net of Payments Received.........cocooovvivvinincnnnccnnnns 4,874) 10,678 (4,447)
Proceeds from Sales of Other Real ESTate........oovuieiiiiiiieceeeeerieeneeeeeeeeeeseeesnesaeas 2,575 1,756 3,068
Property and Equipment EXpenditures...........cooiioiiiiininncenececccnnne 1,975) (2,637) (2,122)
Proceeds from Sales of Property and EQUIDIMENE........ccovveriieiiniiiinneninneeisieeene 512 4 65
Acquire Bank BranChes ..ot sssssess e csesessssenes 855 - -
Acquire Insurance Customer List .........ccocooeeeeenrnnnisisiesisenenennnns o (386) -
Net Cash from Investing Activities (93,038) (65,571) (50,726)
CASH FLOWS FROM FINANCING ACTIVITIES
Change 10 DEPOSILS ...c.ceeerirrererieictctcccr ettt bbb b snenssssaseseanas 67,578 27,952 64,388
Change in Short-term BOITOWINGS .....cooeieiiieiiicieieeiee et 37,900 8,745 (31,328)
Advances in Long-term Debt..........cccoiiiiiiiierneee —— 29,250 25,000
Repayments of Long-term Debt...... ... (32,305) (21,541) (6,167)
Income Tax Benefit from Restricted Share Grant...........cccoooeiininiinininiiieence 99 - -
Employee Stock Purchase Plan..........cccoiinineiieeeeecscsesesnsnees 30 2) (46)
Dividends Paid........occccenremnerniinniniiincnnnans (6.214) (6.196) (6.177)
Net Cash from Financing Activities.............ccconniiiiiieee. 67,028 38,208 45,670
Net Change in Cash and Cash Equivalents..............cccooooeiiinns (8,783) (16,938) 17,078
Cash and Cash Equivalents at Beginning of Year........cccoooeeiiiininiinnnnnncinenienne 28,054 44,992 27914
Cash and Cash Equivalents at End of Year.........ccccvoviveieniniririmimsessessesseees $ 19271 $ 28,054 $ 44992
Cash Paid During the Year for
TNEETESE uvveerierereeete et e e e e etaeeee e s resr e e et eaeeaesesaensennsa e b aa b e b s s b s b e s e s e s s b st e b e b e R e $ 15,534 $ 19,815 $ 27,246
TNCOMNE TAXES . .eiiiiiiriieeeeereeireeeieeiressseessseesaaeesessaseesanesbb s e b s essase s e s s b e st ba st assssansnessuasans 6,102 4,305 6,122
Supplemental Non Cash Disclosures
Loans Transferred to Other Real EState......coccovviviviviiiinienecnieniiee $ 2,160 $ 2,665 $ 3,353

See accompanying notes to consolidated financial statements.
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Notes to the Consolidated Financial Statements
Dollars in thousands, exccept per share data

NOTE 1 — Summary of Significant Accounting Policies

Description of Business and Basis of Presentation

German American Bancorp, Inc. operations are primarily comprised of three business segments: core banking, trust and investment
advisory services, and insurance: operations. The accounting and reporting policies of German American Bancorp, Inc. and its
subsidiaries conform to U.S. generally accepted accounting principles. The more significant policies are described below. The
consolidated financial statements include the accounts of the Company and its subsidiaries after elimination of all material
intercompany accounts and transactions. Certain prior year amounts have been reclassified to conform with current classifications.
The preparation of financial statzments in conformity with U.S. generally accepted accounting principles requires management to
make estimates and assumptions that affect the reported amounts and disclosures. Actual results could differ from those estimates.
Estimates susceptible to change in the near term include the allowance for loan losses, other-than-temporary impairment of
securities, the valuation allowance on deferred tax assets, and loss contingencies.

Securities

Securities classified as available-for-sale are securities that the Company intends to hold for an indefinite period of time, but not
necessarily until maturity. These include securities that management may use as part of its asset/liability strategy, or that may be
sold in response to changes in interest rates, changes in prepayment risk, or similar reasons. Equity securities with readily
determinable fair values are classified as available-for-sale. Equity securities that do not have readily determinable fair values are
carried at historical cost and evaluated for impairment on a periodic basis. Securities classified as available-for-sale are reported at
fair value with unrealized gains or losses included as a separate component of equity, net of tax. Securities classified as held-to-
maturity are securities that the Company has both the ability and positive intent to hold to maturity. Securities held-to-maturity are
carried at amortized cost.

Premium amortization is deducted from, and discount accretion is added to, interest income using the level yield method without
anticipating prepayments, except for mortgage-backed securities where prepayments are anticipated. Gains and losses on sales are
recorded on trade date and are computed on the identified securities method. Management evaluates securities for other-than-
temporary impairment (“OTTI”) at least on a quarterly basis, and more frequently when economic conditions or market conditions
warrant such an evaluation.

Management evaluates securities for other-than-temporary impairment (“OTTI”) on at least a quarterly basis, and more frequently
when economic or market conditions warrant such an evaluation. For securities in an unrealized loss position, management
considers the extent and duration of the unrealized loss, and the financial condition and near-term prospects of the issuer.
Management also assesses whether it intends to sell, or it is more likely than not that it will be required to sell, a security in an
unrealized loss position before recovery of its amortized cost basis. If either of the criteria regarding intent or requirement to sell is
met, the entire difference between amortized cost and fair value is recognized as impairment through earnings. For debt securities
that do not meet the aforementioned criteria, the amount of impairment is split into two components as follows: 1) OTTI related to
credit loss, which must be recoguized in the income statement and 2) OTTI related to other factors, which is recognized in other
comprehensive income. The credit loss is defined as the difference between the present value of the cash flows expected to be
collected and the amortized cost basis. For equity securities, the entire amount of impairment is recognized through earnings.

Loans Held for Sale

Mortgage loans originated and intended for sale in the secondary market are carried at fair value. Fair value is determined based
on collateral value and prevailing market prices for loans with similar characteristics. Net unrealized gains or losses are recorded
through earnings. Mortgage loans held for sale are generally sold on a servicing released basis.

Mortgage loans held for sale are generally sold on a servicing released basis. Gains and losses on sales of mortgage loans are
based on the difference between the selling price and the carrying value of the related loan sold.

Loans

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or pay-off are reported at the
principal balance outstanding, net of unearned interest, deferred loan fees and costs, and an allowance for loan losses. Interest
income is accrued on unpaid principal balance and includes amortization of net deferred loan fees and costs over the loan term
without anticipating prepayments.
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Notes to the Consolidated Financial Statements
Dollars in thousands, except per share data

NOTE 1 - Summary of Significant Accounting Policies (continued)

Interest income is discontinued on impaired loans and loans past due 90 days or more, unless the loan is well secured and in
process of collection. All interest accrued but not received for loans placed on non-accrual is reversed against interest income.
Interest received on such loans is accounted for on the cash-basis or cost-recovery method, until qualifying for return to accrual.
Loans are returned to accrual status when all the principal and interest amounts contractually due are brought current and future
payments are reasonably assured.

Certain Purchased Loans

The Company purchases individual loans and groups of loans. Purchased loans that show evidence of credit deterioration since
origination are recorded at the amount paid (or allocated fair value in a purchase business combination), such that there is no
carryover of the seller’s allowance for loan losses. After acquisition, incurred losses are recognized by an increase in the allowance
for loan losses.

Such purchased loans are accounted for individually or aggregated into pools of loans based on common risk characteristics (e.g.,
credit score, loan type, and date of origination). The Company estimates the amount and timing of expected cash flows for each
purchased loan or pool, and the expected cash flows in excess of amount paid is recorded as interest income over the remaining life
of the loan or pool (accretable yield). The excess of the loan’s or pool’s contractual principal and interest over expected cash flows
is not recorded (nonaccretable difference).

Over the life of the loan or pool, expected cash flows continue to be estimated. If the present value of expected cash flows is less
than the carrying amount, a loss is recorded. If the present value of expected cash flows is greater than the carrying amount, it is
recognized as part of future interest income.

Allowance for Loan Losses

The allowance for loan losses is a valuation allowance for probable incurred credit losses. Loan losses are charged against the
allowance when management believes the uncollectibility of a loan balance is confirmed. Subsequent recoveries, if any, are
credited to the allowance. Management estimates the allowance balance required using past loan loss experience, the nature and
volume of the portfolio, information about specific borrower situations and estimated collateral values, economic conditions, and
other factors. Allocations of the allowance may be made for specific loans, but the entire allowance is available for any loan that,
in management’s judgment, should be charged-off. The allowance consists of specific and general components. The specific
component relates to loans that are individually classified as impaired or loans otherwise classified as substandard or special
mention. The general component covers non-classified loans and is based on historical loss experience adjusted for current factors.

Loan impairment is reported when full repayment under the terms of the loan is not expected. If a loan is impaired, a portion of the
allowance is allocated so that the loan is reported net, at the present value of estimated future cash flows using the loan’s existing
rate, or at the fair value of collateral if repayment is expected solely from the collateral. Commercial and agricultural loans are
evaluated individually for impairment. Smaller balance homogeneous loans are evaluated for impairment in total. Such loans
include real estate loans secured by one-to-four family residences and loans to individuals for household, family and other personal
expenditures. Individually evaluated loans on non-accrual are generally considered impaired. Impaired loans, or portions thereof,
are charged off when deemed uncollectible.
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NOTE 1 — Summary of Significant Accounting Policies (continued)

The general component covers non-impaired loans and is based on historical loss experience adjusted for current factors. The
historical loss experience is determined by portfolio segment and risk classifications and is based on the actual loss history
experienced by the Company over the most recent three years. This actual loss experience is supplemented with other economic
factors based on the risks present for each portfolio segment. These economic factors include consideration of the following:
levels of and trends in delinquencies and impaired loans; levels of and trends in charge-offs and recoveries; trends in volume and
terms of loans; effects of any changes in risk selection and underwriting standards; other changes in lending policies, procedures,
and practices; experience, abilily, and depth of lending management and other relevant staff; national and local economic trends
and conditions; industry conditions; and effects of changes in credit concentrations. The following portfolio segments have been
identified: Commercial Loans and Retail Loans. Commercial Loans have been classified according to the following risk
characteristics: Commercial and Industrial Loans and Leases, Commercial Real Estate, and Agricultural Loans. Commercial and
Industrial loans are primarily based on the cash flows of the business operations and secured by assets being financed and other
assets such as accounts receivable and inventory. Commercial Real Estate Loans and Agricultural Loans are primarily based on
cash flow of the borrower and their business and further secured by real estate. All types of commercial and agricultural (real
estate secured and non-real estate) may also come with personal guarantees of the borrowers and business owners. Retail Loans
have been classified according to the following risk characteristics: Home Equity Loans, Consumer Loans and Residential
Mortgage Loans. Retail loans are generally dependent on personal income of the customer, and repayment is dependent on
borrower’s personal cash flow and employment status which can be affected by general economic conditions. Additionally,
collateral values may fluctuate based on the impact of economic conditions on residential real estate values and other consumer
type assets such as automobiles.

Loans or portions of loans shall be charged off when there is a distinct probability of loss identified. A distinct probability of loss
exists when it has been determined that any remaining sources of repayment are insufficient to cover all outstanding principal. The
probable loss is immediately calculated based on the value of the remaining sources of repayment and charged to the allowance for
loan loss.

Federal Home Loan Bank (FHLB) Stock

The Bank is a member of the FHLB of Indianapolis. Members are required to own a certain amount of stock based on the level of
borrowings and other factors, and may invest in additional amounts. FHLB stock is carried at cost, classified as a restricted
security, and periodically evaluated for impairment based on ultimate recovery of par value. Both cash and stock dividends are
reported as income.

Premises, Furniture and Equipment

Land is carried at cost. Premises, furniture, and equipment are stated at cost less accumulated depreciation. Buildings and related
components are depreciated using the straight-line method with useful lives ranging from 10 to 40 years. Furniture, fixtures, and
equipment are depreciated using the straight-line method with useful lives ranging from 3 to 10 years.

Other Real Estate

Assets acquired through or instead of loan foreclosure are initially recorded at fair value less costs to sell when acquired,
establishing a new cost basis. If fair value declines subsequent to foreclosure, a valuation allowance is recorded through expense.
Operating costs after acquisition are expensed.

Goodwill and Other Intangible Assets

Goodwill resulting from business combinations prior to January 1, 2009 represents the excess of the purchase price over the fair
value of the net assets of businisses acquired. Goodwill resulting from business combinations after January 1, 2009, is generally
determined as the excess of the fair value of the consideration transferred, plus the fair value of any noncontrolling interests in the
acquiree, over the fair value of the net assets acquired and liabilities assumed as of the acquisition date. Goodwill and intangible
assets acquired in a purchase business combination and determined to have an indefinite useful life are not amortized, but tested for
impairment at least annually. The Company has selected December 31 as the date to perform the annual impairment test.
Intangible assets with definite useful lives are amortized over their estimated useful lives to their estimated residual values.
Goodwill is the only intangible asset with an indefinite life on our balance sheet.

Other intangible assets consist ¢f core deposit and acquired customer relationship intangible assets. They are initially measured at
fair value and then are amortized over their estimated useful lives, which range from 7 to 10 years.
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NOTE 1 — Summary of Significant Accounting Policies (continued)

Company Owned Life Insurance
The Company has purchased life insurance policies on certain directors and executives. This life insurance is recorded at its cash
surrender value or the amount that can be realized, which considers any adjustments or changes that are probable at settlement.

Loss Contingencies

Loss contingencies, including claims and legal actions arising in the ordinary course of business, are recorded as liabilities when
the likelihood of loss is probable and an amount or range of loss can be reasonably estimated. Management does not believe
currently that there are any such matters that will have a material impact on the financial statements.

Loan Commitments and Related Financial Instruments

Financial instruments include off-balance sheet credit instruments, such as commitments to make loans and commercial letters of
credit issued to meet customer financing needs. The face amount for these items represents the exposure to loss, before considering
customer collateral or ability to repay. Such financial instruments are recorded when they are funded.

Restrictions on Cash
At December 31, 2010 and 2009, respectively, the Company was required to have $4,233 and $3,223 on deposit with the Federal
Reserve, or as cash on hand.

Long-term Assets

Premises and equipment, core deposit and other intangible assets, and other long-term assets are reviewed for impairment when
events indicate their carrying amount may not be recoverable from future undiscounted cash flows. If impaired, the assets are
recorded at fair value.

Stock Based Compensation

Compensation cost is recognized for stock options and restricted stock awards issued to employees, based on the fair value of these
awards at the date of grant. A Black-Scholes model is utilized to estimate the fair value of stock options, while the market price of
the Corporation’s common stock at the date of grant is used for restricted stock awards. Compensation cost is recognized over the
required service period, generally defined as the vesting period.

Comprehensive Income

Comprehensive income consists of net income and other comprehensive income. Other comprehensive income includes unrealized
gains and losses on securities available for sale and changes in unrecognized amounts in pension and other postretirement benefits,
which are also recognized as a separate component of equity.

Income Taxes

Deferred tax liabilities and assets are determined at each balance sheet date and are the result of differences in the financial
statement and tax bases of assets and liabilities. Income tax expense is the amount due on the current year tax returns plus or minus
the change in deferred taxes. A valuation allowance, if needed, reduces deferred tax assets to the amount expected to be realized.

A tax position is recognized as a benefit only if it is “more likely than not” that the tax position would be sustained in a tax
examination, with a tax examination being presumed to occur. The amount recognized is the largest amount of tax benefit that is
greater than 50% likely of being realized on examination. For tax positions not meeting the “more likely than not” test, no tax
benefit is recorded.

Retirement Plans

Pension expense under the suspended defined benefit plan is the net of interest cost, return on plan assets and amortization of gains
and losses not immediately recognized. Employee 401(k) and profit sharing plan expense is the amount of matching contributions.
Deferred compensation and supplemental retirement plan expense allocates the benefits over years of service.

Earnings Per Share

Earnings per share are based on net income divided by the weighted average number of shares outstanding during the period.
Diluted earnings per share show the potential dilutive effect of additional common shares issuable under the Company’s stock
based compensation plans. Earnings per share are retroactively restated for stock dividends.
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NOTE 1 — Summary of Significant Accounting Policies (continued)

Cash Flow Reporting

The Company reports net cash flows for customer loan transactions, deposit transactions, deposits made with other financial
institutions and short-term borrowings. Cash and cash equivalents are defined to include cash on hand, demand deposits in other
institutions and Federal Funds Sold.

Fair Values of Financial Instruments

Fair values of financial instruments are estimated using relevant market information and other assumptions, as more fully disclosed
in Note 13. Fair value estimates involve uncertainties and matters of significant judgment regarding interest rates, credit risk,
prepayments, and other factors, especially in the absence of broad markets for particular items. Changes in assumptions or in
market conditions could significently affect the estimates.

New Accounting Pronouncements

On June 12, 2009, the FASB issued new guidance impacting FASB ASC 860, Transfers and Servicing. The new guidance amends
ASC 860, and will require mor: information about transfers of financial assets, including securitization transactions, and where
entities have continuing exposure to the risks related to transferred financial assets. It eliminates the concept of a “qualifying
special-purpose entity,” changes the requirements for derecognizing financial assets, and requires additional disclosures. The new
standard was effective January 1, 2010. The adoption of this standard did not have a material effect on the Company’s
consolidated results of operations or financial position.

On June 12, 2009, the FASB issued new guidance impacting FASB ASC 810-10, Consolidation (Statement No. 167 amends FIN
46(R)). The new guidance replaces the quantitative-based risks and rewards calculation for determining which enterprise, if any,
has a controlling financial interest in a variable interest entity with a qualitative approach focused on identifying which enterprise
has the power to direct the activities of a variable interest entity (VIE) that most significantly impact the entity’s economic
performance and (1) the obligation to absorb losses of the entity or (2) the right to receive benefits from the entity. Unlike
previous guidance, this Statement requires ongoing reconsideration of whether (1) an entity is a VIE and (2) an enterprise is the
primary beneficiary of a VIE. 1t is expected that the amendments will result in more entities consolidating VIEs that previously
were not consolidated This new guidance will also require additional disclosures about the Company’s involvement in variable
interest entities. This new guidence was effective January 1, 2010. The adoption of this standard did not have a material effect on
the Company’s consolidated results of operations or financial position.

NOTE 2 — Securities

The amortized cost, unrealized gross gains and losses recognized in accumulated other comprehensive income (loss), and fair value
of Securities Available-for-Sale were as follows:

Gross Gross
Amortized Unrealized Unrealized Fair
Securities Available-for-Sale: Cost Gains Losses Value
2010
U.S. Treasury and Agency Securities.................. $ - $ - $ - $ -
Obligations of State and Political Subclivisions .. 31,483 813 (118) 32,178
Mortgage-backed Securities - Residential........... 304,935 7,614 (1,483) 311,066
Equity Securities ........cccvvereerererneuenene 2,418 1,085 - 3.503
TOtAL . s $ 338,836 $ 9512 $ ___(.601) $ 346,747
2009
U.S. Treasury and Agency SECUIItIES......cccerrmrrereerrcmercrieneecrnicnisiisnns $§ 5,000 $ --- $ (30) $ 4,970
Obligations of State and Political Subdivisions . 21,511 931 (64) 22,378
Mortgage-backed Securities - Residential..........ccovviniviniiiiinineniinnns 214,591 7,065 (404) 221,252
EQUILY SECUITIES «..vveviirvireriirieisieeec et ceeeeeense s sientsns s 2,818 13 (491) 2,340
TOAL vttt e § 243,920 § 8009 $ (989) $ 250,940
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NOTE 2 — Securities (continued)

The carrying amount, unrecognized gains and losses and fair value of Securities Held-to-Maturity were as follows:

Gross Gross
Securities Held-to-Maturity: Carrying Unrecognized Unrecognized Fair
Amount Gains Losses Value
2010
Obligations of State and Political SubdiviSions ........c..cceveeveeeeceeveeearannn. $ 1,604 $ 9 $ - $ 1,613
2009
Obligations of State and Political Subdivisions ............cccceecerieniesircerenns $ 2,774 $ 27 $ - $ 2,801

The amortized cost and fair value of Securities at December 31, 2010 by contractual maturity are shown below. Expected
maturities may differ from contractual maturities because some issuers have the right to call or prepay certain obligations with or
without call or prepayment penalties. Mortgage-backed and Equity Securities are not due at a single maturity date and are shown
separately.

Amortized Fair
Cost Value
Securities Available-for-Sale:
DUE 10 ONE YEAT OF LSS cucuerveviairieiirteueieesiisteeeteteceeeeeesse et ese et esesassesessesssessesesessesesessesansesassssenesessssesernns $ 415 $ 417
Due after one year through five years ..... 5,311 5,524
Due after five years through ten years..... 4,765 4,820
Due after ten years .......ooveeeeeeeverereevrverennnens 20,992 21,417
Mortgage-backed Securities - Residential..........ccoeeevveieieeniennenns 304,935 311,066
Equity Securities . 2418 3.503
TOUAL .ottt ettt s e s s e aeerenrereenens $ 338836 $ 346,747
Carrying Fair
Amount Value
Securities Held-to-Maturity:
DUE 11 ONE JOAT OF LSS e.ecueriuiieuirirreertrienteresestssssassssssassesassssesesessssessassssasesessasesessssesesesasessesassesesesaesessass $ 175 $ 175
Due after one year throUgh fIVE YEATS .....ccoiriiiiieicrieiierrirtetetesesse s sreasssresessssesessssosessesnssesasasssseserssseses 355 356
Due after five years through o0 YEAIS.......cceeirierererrrrireeeeeee e seesersersseseeseesesaesessessessassessessssassessesassanes 754 762
Due after ten years . . . . 320 320
TOUAL .ttt ettt et e e et e s e se s e s aa s e s ese et e b e st es e s e s e sesaansaseasasbens et e aresaaesentesaesaeransensans $ 1,604 $ 1613
Proceeds from the Sales of Securities are summarized below:
2010 2009 2008
Available- Available- Available-
for-Sale for-Sale for-Sale
Proceeds from Sales and Calls.........ccooovvevvieiiiieiciicnnnne $ - $ 379 $ 53,641
Gross Gains on Sales and Calls .........coocvvveveveiiiiiiciniiineens -— --- 1,031
Income Taxes on Gross Gains .......ccceeeereecereeceesreesnecaenns -— - 351

The carrying value of securities pledged to secure repurchase agreements, public and trust deposits, and for other purposes as
required by law was $96,718 and $87,940 as of December 31, 2010 and 2009, respectively.
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NOTE 2 — Securities (continued)

Below is a summary of securities with unrealized losses as of year-end 2010 and 2009, presented by length of time the securities
have been in a continuous unrealized loss position:

At December 31, 2010: Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss
U.S. Treasury and Agency SeCUurities ........ocorurivuerrennnes $ - 3 - 8 - S - 3 -~ 8 -
Obligations of State and Political Subdivisions................ 5,175 (118) — - 5,175 (118)
Mortgage-backed Securities - Residential 70,123 (1,483) - - 70,123 (1,483)
Equity Securities ] - o - - —
TOtAL vttt et s $ 75298 $@,601) $ - -— § 75298 $ (1.601)
At December 31, 2009: Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss
U.S. Treasury and Agency SECUrities .....cooeevreveeverercrcennen. $ 4970 $§ (30) $ - 3 — $ 4970 $ (30)
Obligations of State and Political Subdivisions.... 3,419 (64) --- - 3,419 (64)
Mortgage-backed Securities - Residential ..........oooeevinnnes 47,726 (403) 40 3 47,766 (404)
EqUity SECUTTHES...c.cvivevereeirerieieeneereicenrnencneresisieaeacees 1,533 (491) --- - 1,533 (491)
TOLAL oot ctreerte e e et ere e s br e b e e s e sa et e ereesrenaees $ 57,648 $ (988) §$ 40 §$ (1) $ 57688 $ (989)

Securities are written down to fair value when a decline in fair value is not considered temporary. In estimating other-than-
temporary losses, management considers many factors, including: (1) the length of time and the extent to which the fair value has
been less than cost, (2) the financial condition and near-term prospects of the issuer, (3) whether the market decline was affected by
macroeconomic conditions, and (4) whether the Company has the intent to sell the debt security or more likely than not will be
required to sell the debt security before its anticipated recovery. The Company doesn’t intend to sell or expect to be required to
sell these securities, and the decline in fair value is largely due to changes in market interest rates, therefore, the Company does not
consider these securities to be other-than-temporarily impaired. All mortgage-backed securities in the Company’s portfolio are
guaranteed by government sponsored entities, are investment grade, and are performing as expected.

The Company’s equity securities consist of non-controlling investments in other banking organizations. When a decline in fair
value below cost is deemed to be other-than-temporary, the unrealized loss must be recognized as a charge to earnings. At
December 31, 2010, none of the Company’s equity securities had an unrealized loss. At December 31, 2009, certain equity
securities in the Company’s portfolio with fair values below amortized cost were deemed to not be other-than-temporarily impaired
due in large part to the overall financial condition of the issuers which included continued profitability throughout 2009 and 2008
and that the fair value of the securities had declined due to difficult macroeconomic conditions for equity security valuations of
banking organizations. In addition, the length of time that fair value has been less than cost was assessed and it was fair to expect
that fair value could recover to a level greater than cost in a reasonable period of time.

As a result of valuations of the Company’s equity securities portfolio during 2009, the Company recognized a $423 pre-tax charge
for an other-than-temporary decline in fair value of this portfolio. Accordingly, the other-than-temporary impairment was
recognized in the income statement as an investment securities loss during 2009. A pre-tax charge of $937 for other-than-
temporary impairment was also recognized for this portfolio during 2008.
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NOTE 3 - Loans

Loans were comprised of the following classifications at December 31:

2010 2009
Commercial:
Commercial and Industrial Loans and Leases . $ 218,443 $ 188,962
Commercial Real Estate Loans............cceveeeveene. 339,555 334,255
ArICUtUral LOANS ..c.coviiiiiiiieiiiecr ettt et snene 165,166 156,845
Retail:
HOmMe EQUILY LOANS ...cvevvireirenrieiiresririesaeseiessesteressesesiessessessossessesesssessensessesessaese 64,437 59,088
CONSUMET LOGMS ...ceeniiirieieiiieciieeit e st eeiee st e et e e eee e esbe s be e s b eaeben e be s essnesnsaenenenas 53,807 55,648
Residential Mortgage Loans ..........ccocviivieieiiiiiiiiiiicicccsectceesee s 77,310 84.677
Subtotal . 918,718 879,475
Less: Unearned INCOME .......coceviiruioirieniiienineieieieteteee ettt eb et nenes (1,482) (1,653)
Allowance for Loan LOSSES .......cccieieirieiieeierieiincrerteseeeeeeresenceeneeeseseresecessesenerenenees (13.317) (11,016)
L0ANS, DB ..ottt st $ 903,919 $ 866.806
A summary of the activity in the Allowance for Loan Losses follows:
2010 2009 2008
Balance as of JAnUAIy 1 .....ccoovivieieiiriieeree e s $ 11,016 $ 9,522 $ 8,044
Provision for Loan Losses ............ 5,225 3,750 3,990
Recoveries of Prior Loan Losses 1,290 918 612
Loan Losses Charged to the Allowance (4,214) (3.174) (3.124)
Balance as 0f DECeMDET 3 1......icviiiiiiereriiierieiieeeneesieeereseesesesessnessesrassseseassesenensens $ 13317 $§ 11,016 $ 9522

The following table presents the balance in the allowance for loan losses and the recorded investment in loans by portfolio class and based on
impairment method as of December 31, 2010:

Commercial
and
Industrial Commercial Home Residential
Loans and Real Estate Agricultural Equity Consumer Mortgage
Total Leases Loans Loans Loans Loans Loans Unallocated
Allowance for Loan Losses:
Ending Allowance Balance
Attributable to Loans:
Individually Evaluated
for Impairment............oovvevenennn. $ 4583 $ 1387 $ 3,196 $ - 3 - $ - 3 -8 -
Collectively Evaluated
for Impairment...........o.oeveeerrerenns 8.734 2,326 4,301 750 220 362 543 232
Total Ending Allowance
Balance .....ccocvveevierrerneerennanne $ 13317 § 3713 $§ 7497 § 750 $ 220 §$ 362 $ 543 § 232
Loans:
Loans Individually
Evaluated for Impairment............ $ 16,833 $§ 3421 $§ 13357 § 55 % - $ - $ - 8 -=-
Loans Collectively
Evaluated for Impairment........... 907,525 215.840 327,413 167,933 64,652 54.048 77.639 ---

Total Ending Loans Balance ®. $§ 924358 $ 219261 § 340,770 §$ 167,988 $ 64,652 $ 54,048 $ 77,639 § e

@ Total recorded investment in loans includes $5,640 in accrued interest.
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NOTE 3 — Loans (continued)

Information regarding impaired loans: 2010 2009
Year-end impaired loans with no allowance for loan losses allocated...............ccceuei. $ 2,868 $ 1,213
Year-end impaired loans with allowance for loan losses allocated............cccccoeviennee 13,841 6,932
Amount of allowance allocated to impaired 10ans.............cccccocvviiininiiniinniiiiee 4,583 3,024

2010 2009 2008
Average balance of impaired loans curing the year............cccooeiiiie $ 10,166 $ 6,676 $ 5,787
Interest income recognized during irmpairment...........ccoccovveieriininiiiniiiiinies 78 73 161
Interest income recognized on cash Dasis .......cooeeevviiriciiinn e 78 71 161

The following table presents loans individually evaluated for impairment by class of loans as of December 31, 2010:

Unpaid Allowance for
Principal Recorded Loan Losses
Balance Investment Allocated
With no related allowance recorded:
Commercial and Industrial Loans and Leases.......cccuevereiereerecerereeereeerereerenennes $ 570 $ 585 $ -
Commercial Real Estate LOaNS .......ococveiiveriiernienniersieeeieneecncreeesereeeresaeesnessreean 2,243 2,231 -
AGricultural LOANS .......cccrviiriitiererererecee et sttt b 55 55 -—-
With an allowance recorded:
Commercial and Industrial Loans and Leases..........coveeevieveerecienieecciecrcneceeneereeens 2,779 2,836 1,387
Commercial Real Estate Loans ........cocuvieireiiiieiiieieiieeecereeciee e e sereeeen 11,062 11,126 3,196
Agricultural LOoans ........co.coeereetiieeieecirreec et o — -
TOLAL ..ottt ettt e et e b e ere bt ebeesa et e e s e ssee s e eerasas e s e e e e ne e be st et e e nasttere e s aenseans $ 16,709 S 16,833 $ 4,583
Nonperforming loans were as follows at December 31:
2010 009
Loans past due over 90 days and accruing and Restructured Loans $ 1,067 $ 419
Non-accrual Loans 10.150 8.374
TOLAL ..ottt e et e tveerae b e s b et aeasa st s esseessessaesaeseesneassesetaraneeresatansnentanns S 11,217 $ 8,793

The following table presents the recorded investment in nonaccrual and loans past due over 90 days still on accrual by class of loans as of
December 31, 2010:
Loans Past Due
Over 90 Days
Non-Accrual & Still Accruing

Commercial and Industrial Loans anid Leases..........cccovvervvrennrienirecieerieseeeresreeeseneenenes $ 514 $ 547
Commercial Real Estate Loans 8,718 103
Agricultural Loans...... 55 -
Home Equity Loans.... 156 -
Consumer Loans........ccceeevveeeiriiencinineen. 103 38
Residential Mortgage Loans..... 604 -

TOtAL vttt e ettt e te e b e e s e ese e be e b e beesbear s e benrbeaneesaasen e bt setenat e berasaraeennas $ 10,150 $ 688
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NOTE 3 — Loans (continued)
The following table presents the aging of the recorded investment in past due loans as of December 31, 2010 by class of loans:

Greater than

30-59 Days 60-89 Days 90 Days Total Loans Not

Total Past Due Past Due Past Due Past Due Past Due

Commercial and Industrial Loans and Leases....... $ 219,261 $§ 1,876 $ 782 $ 1,011 $ 3,669 $215,592
Commercial Real Estate Loans ..........ccccceeeeeuenuene 340,770 149 700 5,843 6,692 334,078
Agricultural Loans.........coeceveiereieniinerieconerennenenes 167,988 363 --- 55 418 167,570
Home Equity Loans ......c.cccceeeecirenncecncncnnennns 64,652 132 12 156 300 64,352
Consumer Loans............c.c........ 54,048 604 95 108 807 53,241
Residential Mortgage Loans ...........cccccevvenurnennene 77.639 2,112 580 604 3,296 74,343
Total e $ 924358 § 5236 $ 2169 S 7777 $ 15,182 $909,176

M Total recorded investment in loans includes $5,640 in accrued interest.
Troubled Debt Restructurings:

The Company has allocated $173 of specific reserves to customers whose loan terms have been modified in troubled debt
restructurings as of December 31, 2010. The Company had no specific reserves allocated to customers whose loan terms have
been modified in troubled debt restructurings as of December 31, 2009. The Company has not committed to lending any additional
amounts as of December 31, 2010 and 2009 to customers with outstanding loans that are classified as troubled debt restructurings.

Credit Quality Indicators:

The Company categorizes loans into risk categories based on relevant information about the ability of borrowers to service their
debt such as: current financial information, historical payment experience, credit documentation, public information, and current
economic trends, among other factors. The Company classifies loans as to credit risk by individually analyzing loans. This
analysis includes commercial and industrial loans, commercial real estate loans, and agricultural loans with an outstanding balance
greater than $100. This analysis is typically performed on an at least an annual basis. The Company uses the following definitions
for risk ratings:

Special Mention. Loans classified as special mention have a potential weakness that deserves as special mention have a
potential weakness that deserves management’s close attention. If left uncorrected, these potential weaknesses may result in
deterioration of the repayment prospects for the loan or of the institution’s credit position at some future date.

Substandard. Loans classified as substandard are inadequately protected by the current net worth and paying capacity of the
obligor or of the collateral pledged, if any. Loans so classified have a well-defined weakness or weaknesses that jeopardize
the liquidation of the debt. They are characterized by the distinct possibility that the institution will sustain some loss if the
deficiencies are not corrected.

Doubtful. Loans classified as doubtful have all the weaknesses inherent in those classified as substandard, with the added
characteristic that the weaknesses make collection or liquidation in full, on the basis of currently existing facts, conditions,
and values, highly questionable and improbable.
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NOTE 3 - Loans (continued)

Loans not meeting the criteria above that are analyzed individually as part of the above described process are considered to be pass
rated loans. Loans listed as not rated are either less than $100 or are included in groups of homogeneous loans. As of December
31, 2010, and based on the most recent analysis performed, the risk category of loans by class of loans is a follows:

Special
Pass Mention Substandard Doubtful
Commercial and Industrial Loans and Leases.......cccceeveeniiencrincieerieenenen. $ 192,494 $ 14,782 $ 11,985 §$ -
295,863 27,304 17,603 -
161,871 3.294 2.823 -
TOAL .ttt r ettt a e enaen $ 650,228 $ 45380 $§ 32411 § —en

The Company considers the performance of the loan portfolio and its impact on the allowance for loan losses. For home equity,
consumer and residential mortgage loan classes, the Company also evaluates credit quality based on the aging status of the loan,
which was previously presented, and by payment activity. The following table presents the recorded investment in home equity,
consumer and residential mortgage loans based on payment activity as of December 31, 2010:

Home Equity Consumer Residential
Loans Loans Mortgage Loans
PO OITIINE . ... evreereeireieieeeretree e s e et sae et eneenas e senassesesseneesesnasans $ 64,496 $ 53,907 $ 77,035
NODPETTOIMUNG ..cvieveereeeieieitirireeste e eere e e stesaeseeseseeeeenaeneeneassensensannen 156 141 604
Total...cooiiireircenc e BRSSO ORORORRORORRION $ 64,652 $§ 54,048 3 77,639

Certain directors, executive officers, and principal shareholders of the Company, including their immediate families and companies
in which they are principal owners, were loan customers of the Company during 2010. A summary of the activity of these loans
follows:

Balance Changes Balance
January 1, in Persons Deductions December 31,
2010 Additions Included Collected Charged-off 2010
$ 4429 $ 4,411 $ (1,295) $ (3,539) $ - $ 4,006

NOTE 4 - Premises, Furniture, and Equipment

Premises, furniture, and equipment was comprised of the following classifications at December 31:

2010 2009

LaNd .ottt ettt b e e e n e n e ene $ 5,709 § 4653
Buildings and Improvements..... 32,643 29,353
Furniture and Equipment........c..cc.cc.coccveeeneenne. 16.859 17,397
Total Premises, Furniture and Ecuipment .. 55,211 51,403
Less: Accumulated Depreciation ........cooveovevvenieieirnieieinneeioeneneeeeeeeeeeeneee (29.237) (29.250)
TOUALL ...ttt ettt ettt ettt ettt e st es e nnen $ 25974 $ 22,153

Depreciation expense was $2,872, $2,772, and $2,509 for 2010, 2009, and 2008, respectively.

The Company leases one of its branch buildings under a capital lease. The lease arrangement requires monthly payments through
2027. The Company has included this lease in buildings and improvements as follows:

2010 2009

CAPIAl LEASE ...ttt et ettt sttt n e $ 743 h 743
Less: Accumulated Depreciation (144) (108)

TOHALL ettt ettt b bbbt bt sta et $ 599 $ 635
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NOTE 4 — Premises, Furniture, and Equipment (continued)

The following is a schedule of future minimum lease payments under the capitalized lease, together with the present value of net
minimum lease payments at year end 2010:

$ 81
81

81

81

81
Thereafter. . ...cocvivieiniciiinrieeee e 941
Total minimum lease payments..........ccoveeeneveenneen 1,346
Less: Amount representing interest
Present Value of Net Minimum Lease Payments........ocovviiieiirierieisiniennenesietr st 3 684

NOTE 5 - Deposits

At year-end 2010, stated maturities of time deposits were as follows:

$ 203,173
96,552
37,965

1,697
22,036
127

$ 361.550

Time deposits of $100 or more at December 31, 2010 and 2009 were $88,587 and $63,276, respectively.

Time deposits originated from outside the geographic area, generally through brokers, totaled $0 and $10,000 at December 31,
2010 and 2009, respectively.

NOTE 6 — FHLB Advances and Other Borrowed Money; Subordinated Debentures
The Company’s funding sources include Federal Home Loan Bank advances, borrowings from other third party correspondent
financial institutions, issuance and sale of subordinated debt and other capital securities, and repurchase agreements. Information

regarding each of these types of borrowings or other indebtedness is as follows:

December 31,

2010 2009
Long-term Advances from Federal Home Loan Bank collateralized by

qualifying mortgages, investment securities, and mortgage-backed SECULItES .....vvvvriseivninne $ 46,582 $ 77369
Term LOANS . uvcviiieeeeeeiereeeeeeennrneeeeeeeerceneneees 4,500 6,000
Subordinated Debentures........... 29,250 29,250
Capital Lease Obligation ........ceeeieiiiiiinineeecenieieneccinnens 684 701
Long-term Borrowings 81,016 113.320

Overnight Variable Rate Advances from Federal Home Loan Bank collateralized by
qualifying mortgages, investment securities, and mortgage-backed SECUTILIES «.veveenvenrcninrienenns $ 30,000 $ 1,300
Federal Funds PUICHASEA ... ..cooeeeeeeieivieiieeeeeeeteeeeeaeeseseeesearseasianesesbaseeaebsnasabaas e renesasseconnenesns 6,700 -—
RePUTChASE AGIEEIMEIES. ...cvovrveverivireserreiesiis ittt 36,001 33.501
SHOTt-tEIT BOTTOWIIZS .ouveverererenrarererenesesiieieserisnereseseses s s st st ebe ke nes bbb b b ra st e ss bt 72,701 34,801
TOtAl BOTTOWIILZS v.voveeeieieisiscniritiie ettt bbbt $ 153,717 $ 148,121
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NOTE 6 — FHLB Advances and Other Borrowed Money; Subordinated Debentures (continued)

Repurchase agreements, which are classified as secured borrowings, generally mature within one day of the transaction date.
Repurchase agreements are reflected at the amount of cash received in connection with the transaction. The Company may be
required to provide additional collateral based on the value of the underlying securities.

201 2009
Average Daily Balance During the Year...........coeeveereceinnireierecseeeeeeeee e $ 43,568 $§ 24231
Average Interest Rate During the Year.........ccoevviviiiiecniiiiceeee et 0.47% 0.73%
Maximum Month-end Balance During the Year .........occcovviieieieicccviecec e $ 58,393 $ 33,501
Weighted Average Interest Rate at Year-end........c.cocvvereerierereieienieieesiirereeeeeee e 0.35% 0.50%

At December 31, 2010 interest rates on the fixed rate long-term FHLB advances ranged from 2.12% to 7.22% with a weighted
average rate of 3.36%. Of the $46.6 million, $35.0 million or 75% of the advances contained options whereby the FHLB may
convert the fixed rate advance to an adjustable rate advance, at which time the Company may prepay the advance without penalty.
The options on these advances are subject to a variety of terms including LIBOR based strike rates.

At December 31, 2009 interest rates on the fixed rate long-term FHLB advances ranged from 2.12% to 7.22% with a weighted
average rate of 4.14%. Of the $77.3 million, $55.0 million or 71% of the advances contained options whereby the FHLB may
convert the fixed rate advance to an adjustable rate advance, at which time the Company may prepay the advance without penalty.
The options on these advances are subject to a variety of terms including LIBOR based strike rates.

The long-term borrowings shown above includes $4.5 million and $6 million outstanding on a term loan owed by the parent
company as of December 31, 2010 and 2009, respectively. At December 31, 2010, interest on the term loan is based upon 90-day
LIBOR plus 3.00%. At Decenber 31, 2009, interest on the term loan is based upon 90-day LIBOR plus 1.15%. The term loan
matures January 1, 2014. At December 31, 2010, the parent company had a $5 million line of credit with no outstanding balance.
The line of credit matures September 30, 2011. Interest on the line of credit is based upon 90-day LIBOR plus 3.00% and includes
an unused commitment fee of 0.35%. At December 31, 2009, the parent company had a $10 million line of credit with no
outstanding balance. Interest on the line of credit is based upon 90-day LIBOR plus 3.00% and includes an unused commitment
fee of 0.35%.

At December 31, 2010, the long-term borrowings shown above includes an aggregate of $29.3 million of indebtedness represented
by subordinated debentures issued by the Company’s parent company in two separate transactions. A $10 million subordinated
debenture issued by the parent company to another bank, bears interest based upon 90-day LIBOR plus 1.35%. This subordinated
debenture matures on January [, 2014. 60% of the subordinated debenture was treated as Tier 2 capital for regulatory capital
purposes as of December 31, 2010. 80% of the subordinated debenture was treated as Tier 2 capital for regulatory capital purposes
as of December 31, 2009. On April 30, 2009 the parent company issued $19.3 million principal amount of 8% redeemable
subordinated debentures to the public. These debentures will mature in a single payment of principal on March 30, 2019. The
Company has the right to redecem these debentures without penalty or premium on or after March 30, 2012 subject to prior
consultation with the Federal Reserve Board. The entire principal amount of these debentures was treated as Tier 2 capital for
regulatory capital purposes as of December 31, 2010 and 2009.

Scheduled principal payments on long-term borrowings, excluding the capitalized lease obligation, at December 31, 2010 are as
follows:

$ 30

See also Note 4 regarding the capital lease obligation.
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NOTE 7 — Stockholders’ Equity

The Company and affiliate bank are subject to regulatory capital requirements administered by federal banking agencies. Capital
adequacy guidelines and prompt corrective action regulations involve quantitative measures of assets, liabilities, and certain off-
balance sheet items calculated under regulatory accounting practices. Capital amounts and classifications are also subject to
qualitative judgments by regulators about components, risk weightings, and other factors, and the regulators can lower
classifications in certain cases. Failure to meet various capital requirements can initiate regulatory action that could have a direct
material effect on the financial statements. Management believes as of December 31, 2010, the Company and Bank meet all capital
adequacy requirements to which it is subject.

The prompt corrective action regulations provide five classifications, including well-capitalized, adequately capitalized,
undercapitalized, significantly undercapitalized, and critically undercapitalized, although these terms are not used to represent
overall financial condition. If adequately capitalized, regulatory approval is required to accept brokered deposits. If
undercapitalized, capital distributions are limited, as is asset growth and expansion, and plans for capital restoration are required.

At December 31, 2010, consolidated and affiliate bank actual capital and minimum required levels are presented below:

Minimum Required
To Be Well-

Minimum Required
For Capital

Capitalized Under
Prompt Corrective

Actual Adequacy Purposes: Action Regulations:
Amount Ratio Amount Ratio Amount Ratio
Total Capital
(to Risk Weighted Assets)
Consolidated $142,981 14.18% $ 80,682 8.00% N/A N/A
Bank 131,969 13.19 80,013 8.00 $100,016 10.00%
Tier 1 Capital
(to Risk Weighted Assets)
Consolidated $104,628 10.37% $ 40,341 4.00% N/A N/A
Bank. 119,457 11.94 40,006 4.00 $ 60,010 6.00%
Tier 1 Capital
(to Average Assets)
Consolidated $104,628 7.61% $ 54,990 4.00% N/A N/A
Bank 119,457 8.74 54,643 4.00 $ 68,304 5.00%

At December 31, 2009, consolidated and affiliate bank actual capital and minimum required levels are presented below:

Minimum Required

To Be Well-
Minimum Required Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes: Action Regulations:
Amount Ratio Amount Ratio Amount Ratio
Total Capital
(to Risk Weighted Assets)
Consolidated $135,153 14.09% $ 76,738 8.00% N/A N/A
BanK ......ccooirieininnicite e 129,874 13.62 76,266 8.00 $ 95,333 10.00%
Tier 1 Capital
(to Risk Weighted Assets)
Consolidated.........cccovveiririnrccnrrniiiicnne $ 96,887 10.10% $ 38,369 4.00% N/A N/A
Bank.....cooviiinniiiiicnie 118,858 12.47 38,133 4.00 $ 57,200 6.00%
Tier 1 Capital
(to Average Assets)
Consolidated...........ccoovvvmrivenrienininiieienne, $ 96,887 7.64% $ 50,730 4.00% N/A N/A
BanK......oocoeiiinrrecnn 118,858 9.50 50,048 4.00 $ 62,560 5.00%
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NOTE 7 - Stockholders’ Equity (continued)

The Company and the affiliate bank at year-end 2010 and 2009 were categorized as well-capitalized. There have been no
conditions or events that management believes have changed the classification of the Company or affiliate bank under the prompt
corrective action regulations since the last notification from regulators. Regulations require the maintenance of certain capital
levels at the affiliate bank, and may limit the dividends payable by the affiliate to the holding company, or by the holding company
to its shareholders. At December 31, 2010, the affiliate bank had $30,700 in retained earnings available for payment of dividends
to the parent company without prior regulatory approval.

Equity Plans and Equity Based Compensation

The Company maintains three equity incentive plans under which stock options, restricted stock, and other equity incentive awards
can be granted. At December 31, 2010, the Company has reserved 611,548 shares of Common Stock (as adjusted for subsequent
stock dividends and subject to further customary anti-dilution adjustments) for the purpose of issuance pursuant to outstanding and
future grants of options, restrict:d stock, and other equity awards to officers, directors and other employees of the Company.

Stock Options

Options may be designated as “incentive stock options” under the Internal Revenue Code of 1986, or as nonqualified options.
While the date after which options are first exercisable is determined by the Long-Term Incentive Award Committee of the
Company or, in the case of options granted to directors, by the Board of Directors, no stock option may be exercised after ten years
from the date of grant (twenty years in the case of nonqualified stock options). The exercise price of stock options granted pursuant
to the Plans must be no less than the fair market value of the Common Stock on the date of the grant.

The Plans authorize an optionee to pay the exercise price of options in cash or in common shares of the Company or in some
combination of cash and common shares. An optionee may tender already-owned common shares to the Company in exercise of an
option. The Company typically issues authorized but unissued common shares upon the exercise of options.

The following table presents activity for stock options under the Company’s equity incentive plan for 2010:

Year Ended December 31, 2010

Weighted Weighted Average Aggregate
Number of  Average Price Life of Options Intrinsic
Options of Options (in years) Value
Outstanding at Beginning of Period .............ccc.ccoiies 157,956 $ 1644
GIanted .........cocevevverrineneereeeiee e -—- ---
EXEICISEA ...vooiveeeeeeeeee e rrre e rr e see et saneaeseresaeeneene (13,205) 12.93
FOrfeited ....cooeveuieeeeiiireceetcere e e - ---
Expired....... et et r et na et e ner e ne e a e ene e (8,700) 15.30
Outstanding & Exercisable at End of Period................... 136,051 $ 1686 5.69 $ 212,158

The following table presents information related to stock options under the Company’s equity incentive plan during the years ended
2010, 2009, and 2008:

2010 2009 008
Intrinsic Value of Options EXercised.......ccoeveervenierenrnenieeneenens $ 46 $ 55 $ ---
Cash Received from Option EXercises.......cocoeeveroeecnececevenennnnenee $ - $ - $ -
Tax Benefit of Option EXercises..........ccccoevviivevccinninnincncinnnnen. $ 19 $ 10 $ ---
Weighted Average Fair Value of Options Granted..................... $ - $ - $ me=

The intrinsic value for stock options is calculated based on the exercise price of the underlying awards and the market price of
common stock as of the reporting date.
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NOTE 7 — Stockholders’ Equity (continued)

During 2010 and 2009, the Company granted no options, and accordingly, recorded no stock compensation expense related to
option grants. The Company recorded no other stock compensation expense applicable to options during the years ended
December 31, 2010, 2009, and 2008 because all outstanding options were fully vested prior to 2007. As of December 31, 2010
and 2009, there was no unrecognized option expense as all outstanding options were fully vested.

Restricted Stock

During the periods presented, awards of long-term incentives were granted in the form of restricted stock, granted in tandem with
cash credit entitlements. The incentive awards will typically be in the form of 50% restricted stock grants and 50% cash credit
entitlements. The restricted stock grants and tandem cash credit entitlements are subject to forfeiture in the event that the recipient
of the grant does not continue employment with the Company through December 15 of the year of grant, at which time they
generally vest 100 percent. For measuring compensation costs, restricted stock awards are valued based upon the market value of
the common shares on the date of grant.

The following table presents expense recorded for restricted stock and cash entitlements as well as the related tax effect for the
years ended 2010, 2009, and 2008:

Year Ended Year Ended Year Ended

12/31/2010 12/31/2009 12/31/2008
Restricted StOCK EXPENSE ......ceeeeviverereeeiierereeeeerereresesennenans $ 405 $ 485 $ 10
Cash Entitlement EXPense ........ccocvevvvevenererenenienienieneeieeneenes 380 461 -

TaX BIECE oot @311) (375) 4
INEE OF TAX ittt ettt te et ae st beseseneasenene 474 571 6

There was no unrecognized expense associated with the restricted stock grants as of December 31, 2010 and 2009.

The following table presents information on restricted stock grants outstanding for the period shown:

Year Ended
December 31, 2010
Weighted
Restricted Average Market
Shares Price at Grant
Outstanding at Beginning of Period ... - $ -
GTANLEA ..ttt ettt st er et e nere e se e e ae e n e srenenearen 24,503 16.56
Issued and Vested (24,503) 16.56
Forfeited ......cooovevveveniniiineicnens - -

Outstanding at End of Period........cocooiiiiiiiiieeeeeeeene - -

Employee Stock Purchase Plan

The Company maintains an Employee Stock Purchase Plan whereby eligible employees have the option to purchase the Company’s
common stock at a discount. The purchase price of the shares under this Plan has been set at 95% of the fair market value of the
Company’s common stock as of the last day of the plan year. The plan provides for the purchase of up to 500,000 shares of
common stock, which the Company may obtain by purchases on the open market or from private sources, or by issuing authorized
but unissued common shares. Funding for the purchase of common stock is from employee and Company contributions.

The Employee Stock Purchase Plan is not considered compensatory. There was no expense recorded for the employee stock

purchase plan in 2010, 2009, and 2008 nor was there any unrecognized compensation expense as of December 31, 2010 and 2009
for the Employee Stock Purchase Plan.
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NOTE 7 - Stockholders’ Equity (continued)

Stock Repurchase Plan

On April 26, 2001, the Company announced that its Board of Directors approved a stock repurchase program for up to 607,754 of
the outstanding Common Shares of the Company. Shares may be purchased from time to time in the open market and in large
block privately negotiated transactions. The Company is not obligated to purchase any shares under the program, and the program
may be discontinued at any time before the maximum number of shares specified by the program are purchased. As of December
31, 2010, the Company had purchased 334,965 shares under the program. No shares were purchased under the program during the
year ended December 31, 2010.

NOTE 8 — Employee Benefit Flans

The Company provides a contributory trusteed 401(k) deferred compensation and profit sharing plan, which covers substantially all
employees. The Company agrees to match certain employee contributions under the 401(k) portion of the plan, while profit
sharing contributions are discretionary and are subject to determination by the Board of Directors. Company contributions were
$608, $562, and $560 for 2010, 2009, and 2008, respectively.

The Company self-insures employee health benefits. Stop loss insurance covers annual losses exceeding $85 per covered
individual. Management’s policy is to establish a reserve for claims not submitted by a charge to earnings based on prior
experience. Charges to earnings were $1,489, $2,476, and $1,387 for 2010, 2009, and 2008, respectively.

The Company maintains deferred compensation plans for the benefit of certain directors and officers. Under the plans, the
Company agrees in return for the directors and officers deferring the receipt of a portion of their current compensation, to pay a
retirement benefit computed as the amount of the compensation deferred plus accrued interest at a variable rate. Accrued benefits
payable totaled $2,492 and $2,735 at December 31, 2010 and 2009. Deferred compensation expense was $223, $429, and $229
for 2010, 2009, and 2008, respectively. In conjunction with the plans, the Company purchased life insurance on certain directors
and officers.

The Company entered into early retirement agreements with certain officers of the Company during 2008, 2009, and 2010.
Accrued benefits payable as a result of the agreements totaled $544 and $615 at December 31, 2010 and 2009, respectively.
Expense associated with these agreements totaled $135, $110, and $718 during 2010, 2009, and 2008, respectively. The benefits
under the agreements will be paid through 2017.

The Company acquired through previous bank mergers a noncontributory defined benefit pension plan with benefits based on years
of service and compensation prior to retirement. The benefits under the plan were suspended in 1998.
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NOTE 8 — Employee Benefit Plans (continued)

Accumulated plan benefit information for the Company’s plan as of December 31, 2010 and 2009 was as follows:

Changes in Benefit Obligation: 2010
Obligation at Beginning of Year $ 674
Interest Cost....ccccovvererecrirerrnrrcrennrinenenes 34
Benefits Paid........cccocovveeieevveniennnnene (38)
Actuarial (Gain) LosS.......ccoceevveerenneee 42
Obligation at End of Year.......ccccouoviiiiiiiniiiiiiiiciiciiiinccni et 712
Changes in Plan Assets:
Fair Value at Beginning of Year........cccccooiiiiiiiiiniiiiiii e 289
Actual Return on P1an ASSELS .......cocverrriieriinieiineirinrereenesinsnsnesssssasseessr s sae s enens 1
EmpLoyer CONITDULIONS ....c.ceviieieriireieiiieieretetneerereeereresestee s eeiessasbe e s ssseseneseesessssnsnssnenessen 67
Benefits Paid (3%)
Fair Value at End of Year ..ot e 319
Funded Status:
Funded Status at ENd Of YEaT ......cceiiiiieeeeeieeecreceere et eeie et eseesbasbesnsabeseceseeearesaneseessseseesneens $ (393
Amounts recognized in accumulated other comprehensive income at December 31 consist of:
INEE LOSS (GAITL) 1.uvvievreeieriieieieiesiesieietesae st ests e esesente e e te s e st eseesesbesatobesae s estesneeseneantsesannenneneen $ 287
PriOr SEIVICE COStu.uuieuiiriietieiieiterte et et st sttt ettt st ee b s bt e sraeab e bt esbesenesnssaesenesanoseesanane 15
$ 302

The accumulated benefit obligation was $712 and $674 at year-end 2010 and 2009, respectively.

2009

$ 620
36
(65)

83

674

331
)

24
(65)

289

385

268
12
280

Because the plan has been suspended, the projected benefit obligation and accumulated benefit obligation are the same. The accumulated

benefit obligation for the defined benefit pension plan exceeds the fair value of the assets included in the plan.

Components of Net Periodic Benefit Cost and Other Amounts Recognized in Other Comprehensive Income

2010 2009

Interest CoSt.......cccovrvrverennn $ 34 $ 36
Expected Return on Assets A3 7
Amortization of Transition Amount - -
Amortization of Prior Service Cost......ovveevererercenrueneereeneeecrnererererereennes A3 3)
Recognition of Net Loss 25 16
Net Periodic Benefit Cost.....ocevvenrerircnenenieieeciecnereieseereseencene 3 53 3 42
Net Loss During the Period ........ccccooevreiniicneecicireeeecrccice e 43 91
Amortization of Unrecognized LoSS .....cccoevericviiniiciiiciicciinicicnecnes (25) (16)
Amortization of Transition COSt.........ceeeerrirreienirricieiiniccnineneninns -— -
Amortization of Prior Service Cost 3 3
Total Recognized in Other Comprehensive Income .........c..ccceeeennenns 21 78

Total Recognized in Net Periodic Benefit Cost and Other

Comprehensive INCOME ......c.ccerrerieeireniieenenicreieieiecnieees $ 74 $ 120

2008

$ 37
(13)

M

)

21

$ 41

The estimated net loss, prior service costs, and net transition obligation (asset) for the defined benefit pension plan that will be
amortized from accumulated other comprehensive income into net periodic benefit cost over the next fiscal year are $31, $1, and

$0, respectively.
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NOTE 8 — Employee Benefit Plans (continued)

Assumptions

Weighted-average assumptions used to determine benefit obligations at year-end:

2010 2009 2008
DiScount Rate .......c.ccciiiiioiiiiniiii et 4.60% 5.29% 6.17%
Rate of Compensation Increase N/A N/A N/A
Weighted-average assumptions usecl to determine net periodic pension cost:

2010 2009 2008
DISCOUNE RALE ......oueireiririiiririrenie e 5.29% 6.17% 6.25%
Expected Return on Plan ASSELS .........cceveircirierenicrcrenniciiienninenennns 1.00% 2.20% 4.50%
Rate of Compensation Increase V... ......co.coorververierioeerieeesreesseeseenenns N/A N/A N/A

M Benefits under the plan were suspended in 1998; therefore, the weighted-average rate of increase in future compensation levels was not

applicable for all years presented.

The expected return on plan assets was determined based upon rates that are expected to be available for future reinvestment of
earnings and maturing investments along with consideration given to the current mix of plan assets.

Plan Assets

The Company’s defined benefit pension plan asset allocation at year-end 2010 and 2009 and target allocation for 2011 by asset
category are as follows:

Target Percentage of Plan Assets
Allocation at Year-end
Asset Category 2011 2010 2009
40% 38% 100%
60% 62% 0%
100% 100% 100%

Plan benefits are suspended. Therefore, the Company has invested predominantly in relatively short-term investments over the past
two years. No significant changes to investing strategies are anticipated.

Fair Value of Plan Assets

Fair value is the exchange price that would be received for an asset in the principal or most advantageous market for the asset in an
orderly transaction between market participants on the measurement date. Since plan assets consist of cash, there are no estimates
or assumptions applied to determine fair value.

Postretirement Medical and Life Benefit Plan

The Company has an unfunded postretirement benefit plan covering substantially all of its employees. The medical plan is
contributory with the participants’ contributions adjusted annually; the life insurance plans are noncontributory.

Changes in Accumulated Postretirement Benefits Obligations

_ 2010 2009
Obligation at the Beginning of Year......c.ccccovvenrcecnnniiniiinii i $ 446 $ 450
Unrecognized LosSs (GaIN) ....c.eoeeeiveerieiiiiiiiienctcie et 107 7
Components of Net Periodic Postretirement Benefit Cost
SEIVICE COSt.iurereierieererrrarerrierteee e rte st reesbecabe e saseesesbestneaesen e st e esneetnesaearaseneesaeonssnnesan 19 17
INEETESE COSE.ennirerernreiierie ittt et et esae s st sa s bbb n st sh s eaeasaeansserean 26 25
Net Expected Benefit PAyments.........c.coecveeeiveiieeniiiiininiiiciiicescccceeenes (38) (53)
Obligation at ENd Of YEaT........ccurveuiveeeiirieteecirieeseeietsiesesscesessesesces et sessasasenee $ 560 $ 446
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NOTE 8 — Employee Benefit Plans (continued)

Components of Postretirement Benefit Expense

2010 2009
SETVICE COStuunnvitiiriirieieiiteisiestieseesseeeeeseeseeseeesaesnessesesesssessassasnsansesseesssensaraserseeseessione $ 19 $ 17
INtEreSt COSt.uuuriiiiriiiiiiiee et ee e rerireeee s e s senaraseeaes 26 25
Net Postretirement Benefit Expense 45 42
Net Gain During Period Recognized in Other Comprehensive Income........cccoeevenenns o -
Total Recognized in Net Postretirement Benefit Expense
and Other Comprehensive INCOME..........cccooviviviiiniiiinine s $ 45 $ 42
Assumptions Used to Determine Net Periodic Cost and Benefit Obligations:
2010 2009 2008
DISCOUNE RALE .....ocvicveririreceerecreeeeeeereeeetee e seesaeseesaeeesesseeressessesseneens 4.72% 6.00% 6.00%
Assumed Health Care Cost Trend Rates at Year-end:
2010 2009
Health Care Cost Trend Rate Assumed for Next Year.......c.ccccoeveuevnnenn. 8.00% 8.00%
Rate that the Cost Trend Rate Gradually Declines to 4.50% 4.50%
Year that the Rate Reaches the Rate it is Assumed to Remain at ......... 2017 2016

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans. A one-percentage-point change
in assumed health care cost trend rates would have the following effects:

One-Percentage-Point One-Percentage-Point
Increase Decrease
Effect on Total of Service and Interest Cost.........ccccccevereemnrercccrcercnnnns $ 3 $ 3)
Effect on Postretirement Benefit Obligation.......co.cocvveeccernrerererercerenennn $ 33 $ 30)

Pension and Other Benefit Plans

Contributions

The Company expects to contribute $75 to its defined benefit pension plan and $46 to its postretirement medical and life insurance
plan in 2011.

Estimated Future Benefits

The following benefit payments, which reflect expected future service, are expected to be paid:

Pension Postretirement

Year Benefits Benefits

2011 $ 353 $ 46

2012 48 39

2013 108 45

2014 40 43

2015 52 60
2016-2020 302 324
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NOTE 9 — Income Taxes

The provision for income taxes conz:ists of the following: 2010 2009 2008
Current FEAETal.......coovoeuvieeiiieecceee et ir et eae e e save e e e $ 6,147 $ 4,424 $ 4,604
Current State............ 480 25 476
Deferred Federal (686) (192) 719
Deferred State.......... (318) (244) (161)
TOAL .ottt r ettt et $ 5,623 $ 4013 $ 5.638

Income tax expense is reconciled to the 35% statutory rate applied to the pre-tax income for 2010 in the table below. Income tax expense is
reconciled to the 34% statutory rate applied to pre-tax income for years 2009 and 2008 in the table below:

2010 2009 2008
Statutory Rate Times Pre-tax INCOIIE .....c.ccoririrerucecrirreveerccennercnninnas $ 6,660 $ 5,518 $ 6,270
Add (Subtract) the Tax Effect of:
Income from Tax-exempt Loans and Investments ...........cccocevueuene. (533) (512) (351)
State Income Tax, Net of Federal Tax Effect......c..cccoeeviiveennnennen. 105 (145) 208
General Business Tax Credits ......oooeririeveereneereneenieseniesseenenne (365) (466) (182)
Dividends Received Deduction .... - %) (22)
Company Owned Life Insurance .. (282) (375) (269)
Other Differences ......c..cccoeeveveinnenns 38 (2) (16)
Total INCOME TaAXES.....ueverererieerererrreeriieeeeeseeeeeeseresnessenernees $ 5,623 $ 4,013 $ 5,638
The net deferred tax liability at December 31 consists of the following:
2010 2009
Deferred Tax Assets:
Allowance for Loan LOSSeS........ccoviieiiiiieieiieeeceee e $ 4,784 $ 3,815
Deferred Compensation and Employee Benefits ..........c.cccccueeeeeee. 1,458 1,585
Other-than-temporary Impairment..........co.ceevevverenenreerenreseeenennenes 399 401
Accrued EXpenses.........coceeveerinieeenenicencnennenns 636 440
Business Combination Fair Value Adjustments ....... 18 14
Pension and Postretirement Plars..........ccccocoeee. 125 1
INtANGIDIES ..cvenviiiicieieteee s 42 -—-
OBNET .. ettt 237 271
Total Deferred Tax ASSEtS .......veeieeeiiieeiieeeeeee e eerreeseseveeeeens 7,699 6,527
Deferred Tax Liabilities:
DEPIECIAtION .....eveuvenieeenrinreieit e e (141) 179)
Leasing Activities, Net (4,037) (3,580)
Investment in Low Income Housing Partnerships ........cc.cococcevveneee. 270) (392)
Unrealized Appreciation on Securities (2,821) (2,404)
FHLB Stock Dividends.......c.ccoccovrvvmnenecnnenens (388) (440)
Prepaid Expenses 410) (394)
Intangibles ........c.......... - (105)
Other....coocevriiieiniieennee (164) (276)
Total Deferred Tax Liabilities.....c.c.ccoeceenenee. (8,231) (7,770)
Valuation Allowance........c.cccecveeueeniee. (45) (45)
Net Deferred Tax Liability........cccocociviniiiiniiiiiiinee, $ (577 $ (1.288)

Under the Internal Revenue Code, through 1996 two acquired banking companies, which are now a part of the Company’s single
banking subsidiary, were allowed a special bad debt deduction related to additions to tax bad debt reserves established for the
purpose of absorbing losses. Thke acquired banks were formerly known as Peoples Community Bank (acquired in October 2005)
and First American Bank (acquired in January 1999). Subject to certain limitations, these Banks were permitted to deduct from
taxable income an allowance for bad debts based on a percentage of taxable income before such deductions or actual loss
experience. The Banks generally computed its annual addition to its bad debt reserves using the percentage of taxable income
method; however, due to certain limitations in 1996, the Banks were only allowed a deduction based on actual loss experience.
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NOTE 9 — Income Taxes (continued)

Retained earnings at December 31, 2010, include approximately $2,995 for which no provision for federal income taxes has been
made. This amount represents allocations of income for allowable bad debt deductions. Reduction of amounts so allocated for
purposes other than tax bad debt losses will create taxable income, which will be subject to the then current corporate income tax
rate. It is not contemplated that amounts allocated to bad debt deductions will be used in any manner to create taxable income.
The unrecorded deferred income tax liability on the above amount at December 31, 2010 was approximately $1,048.

Unrecognized Tax Benefits

The Company had no unrecognized tax benefits as of December 31, 2010, 2009, and 2008, and did not recognize any increase in
unrecognized benefits during 2010 relative to any tax positions taken in 2010. Should the accrual of any interest or penalties
relative to unrecognized tax benefits be necessary, it is the Company’s policy to record such accruals in its income tax expense
accounts; no such accruals existed as of December 31, 2010, 2009, and 2008. The Company and its corporate subsidiaries file a
consolidated U.S. Federal income tax return, which is subject to examination for all years after 2006. The Company and its
corporate subsidiaries doing business in Indiana file a combined Indiana unitary return, which is subject to examination for all
years after 2005.

NOTE 10 — Per Share Data

The computation of Earnings per Share and Diluted Earnings per Share are provided below:

2010 009 2008
Earnings per Share:
NELINCOME ....oeiiveeieeeeie ettt et er e re s e sansesaeesebeessreesanesnee $ 13,405 $ 12,218 $ 12,803
Weighted Average Shares Outstanding ..........cocceeeeeeeerererceccerronerenncns 11,098.836 11,065,917 11,029,519
Earnings per SHare.........ccocovivrrerieeeiennicsieeeieniesesteseeeseeseeeneressnenae $ 121 3 1.10 $ 1.16
Diluted Earnings per Share:
NELINCOMIE ....eeeeeeieiieetece ettt aeesbaeesaeeesaeesbessssassseeeneeeannn $ 13,405 $ 12,218 $ 12,803
Weighted Average Shares OQutstanding ...........ccecceevveeveeveierecivicnnnnenne 11,098,836 11,065,917 11,029,519
Stock Options, Net......cccoiieiriirereie ettt eeeae 6,051 3.071 392
Diluted Weighted Average Shares Outstanding..........c..coceeeevcricrcencnnne 11,104.887 11.068,988 11.029.911
Diluted Earnings per Share...........coveeereeiereeneeeeecreeeseeeeee e $ 121 3 1.10 3 1.16

Stock options for 99,276, 117,898, and 248,871 shares of common stock were not considered in computing diluted earnings per
common share for 2010, 2009, and 2008, respectively, because they were anti-dilutive.

NOTE 11 — Lease Commitments

The total rental expense for all operating leases for the years ended December 31, 2010, 2009, and 2008 was $385, $316, $338
respectively, including amounts paid under short-term cancelable leases.

The following is a schedule of future minimum lease payments:

Years Ending December 31: Premises and Equipment

$ 359

311

263

224

180

1,088

$ 2425




Notes to the Consolidated Financial Statements
Dollars in thousands, except per share data

NOTE 12 — Commitments and Off-balance Sheet Items

In the normal course of business, there are various commitments and contingent liabilities, such as commitments to extend credit
and commitments to sell loans, which are not reflected in the accompanying consolidated financial statements. The Company’s
exposure to credit loss in the event of nonperformance by the other party to the financial instruments for commitments to make
loans and standby letters of credit is represented by the contractual amount of those instruments. The Company uses the same
credit policy to make commitments as it uses for on-balance sheet items.

The Company’s exposure to credit risk for commitments to sell loans is dependent upon the ability of the counter-party to purchase
the loans. This is generally assured by the use of government sponsored entity counterparts. These commitments are subject to
market risk resulting from fluctuations in interest rates. Commitments to sell loans are not mandatory (i.e., do not require net
settlement with the counter-party to cancel the commitment).

Commitments and contingent liabilities are summarized as follows, at December 31:

2010 2009

Fixed Variable Fixed Variable

Rate Rate Rate Rate

Commitments to Fund Loans:

CONSUMET LINES ....ovvivviiriereisreeneeeteseteeresnesseeseessnesseessessnesss $ 5,041 $ 107,602 $ 1,839 $ 102,628
Commercial Operating Lines ... 6,082 130,780 7,733 120,732
Residential MOIZAZES ......ecceorerverrerercrrieeeeneneierenesesresnens 16.922 110 8.324 1,387
Total Commitments to Fund Loans.........cccoeveveeveecnennnee $ 28,045 $ 238,492 § 17.896 $ 224747
Commitments t0 S€ll LOans........cccovveierieeeeireeieeeeerereeeveeneenns $ 30,413 $ - $ 15263 $ -
Standby Letters of Credit..........covvevrerueecerenerereeererercnrerererercrens $ 1,185 $ 4,560 $ 970 $ 2517

The fixed rate commitments to fund loans have interest rates ranging from 2.000% to 18.000% and maturities ranging from less
than 1 year to 15 years. Since many commitments to make loans expire without being used, these amounts do not necessarily
represent future cash commitments. Collateral obtained upon exercise of the commitment is determined using management’s credit
evaluation of the borrower, and may include accounts receivable, inventory, property, land, and other items.

NOTE 13 - Fair Value

Fair value is the exchange price that would be received for an asset or paid to transfer a liability (exit price) in the principal or most
advantageous market for the asset or liability in an orderly transaction between market participants on the measurement date.
There are three levels of inputs that may be used to measure fair values:

Level 1: Quoted prices (unadjusted) for identical assets or liabilities in active markets that the entity has the ability to access as of
the measurement date.

Level 2: Significant other observable inputs other than Level 1 prices such as quoted prices for similar assets or liabilities; quoted
prices in markets that are not active; or other inputs that are observable or can be corroborated by observable market data.

Level 3: Significant unobservable inputs that reflect a reporting entity’s own assumptions about the assumptions that market
participants would use in pricing an asset or liability.

The Company used the following methods and significant assumptions to estimate fair value.

Investment Securities: The fair values for investment securities are determined by quoted market prices, if available (Level 1). For
securities where quoted prices are not available, fair values are calculated based on market prices of similar securities (Level 2).
For securities where quoted prices or market prices of similar securities are not available, fair values are calculated using
discounted cash flows or other market indicators (Level 3).
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NOTE 13 — Fair Value (continued)

Impaired Loans: Values for collateral dependent loans are generally based on appraisals obtained from licensed real estate
appraisers and in certain circumstances consideration of offers obtained to purchase properties prior to foreclosure. Appraisals for
commercial real estate generally use three methods to derive value: cost, sales or market comparison and income approach. The
cost method bases value in the cost to replace the current property. Value of market comparison approach evaluates the sales price
of similar properties in the same market area. The income approach considers net operating income generated by the property and
an investors required return. Adjustments are routinely made in the appraisal process to adjust for differences between the
comparable sale and income data available. Such adjustments are typically significant and result in a Level 3 classification of the
inputs for determining fair value.

Other Real Estate: Nonrecurring adjustments to certain commercial and residential real estate properties classified as other real
estate (ORE) are measured at fair value, less costs to sell. Fair values are generally based on third party appraisals of the property
utilizing similar techniques as discussed above for Impaired Loans, resulting in a Level 3 classification.

Loans Held-for-Sale: The fair values of loans held for sale are determined by using quoted prices for a similar asset, adjusted for
specific attributes of that loan (Level 2).

Assets and Liabilitics Measured on a Recurring Basis

Assets and liabilities measured at fair value on a recurring basis are summarized below:

Fair Value Measurements at December 31, 2010 Using
Quoted Prices in

Active Markets for Significant Other Significant
Identical Assets Observable Inputs Unobservable Inputs
Carrying Value (Level 1) (Level 2) (Level 3)
Assets:

U.S. Treasury and Agency Securities ........... $ - $ - $ - $ -
Obligations of State and Political

SUDAIVISIONS ..vveeveieeeeerrerrreerenreeieenieeeneeee 32,178 - 32,178 -
Mortgage-backed Securities - Residential .... 311,066 - 311,066 -—
Equity Securities........cevivieicnirirnicescinenne 3,503 3,150 - 353
Loans Held-for-Sale 11,850 -— 11,850 -

Fair Value Measurements at December 31, 2009 Using
Quoted Prices in

Active Markets for Significant Other Significant
Identical Assets Observable Inputs Unobservable Inputs
Carrying Value (Level 1) (Level 2) (Level 3)
Assets:

U.S. Treasury and Agency Securities ........... $ 4,970 $ --- $ 4,970 $ -
Obligations of State and Political

SUbAiVISIONS ....coevvreeevierreeireeseeeeeeeeernnees 22,378 - 22,378 -
Mortgage-backed Securities - Residential ... 221,252 - 221,252 -
Equity Securities..........cooevivenirnienicicnenns 2,340 1,987 - 353
Loans Held-for-Sale.........cocovvevereenceenciereenene 5,706 --- 5,706 ---

There were no significant transfers between Level 1 and Level 2 during 2010.
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NOTE 13 — Fair Value (continued)
The table below presents a reconciliation and income statement classification of gains and losses for equity securities that do not
have readily determinable fair values and are evaluated for impairment on a periodic basis. These assets were measured at fair

value on a recurring basis using significant unobservable inputs (Level 3) for the years ended December 31, 2010 and 2009:

Available-for-Sale Securities

2010 2009

Balance of Recurring Level 3 Assets at January 1....c..cccovcervennineennnnceesecesee e $ 353 $ 1,155
Sa1E OF SECUTTEIES ..cuveveeiuiririitei ittt ettt et st b ettt nebeeas -— (379)
Other-than-temporary Impairment Charges Recognized through Net Income................... -— (423)

Ending Balance, December 31.........ccoueiviiniiniiiecrrenceeesre ettt b $ 353 $ 353

Assets and Liabilities Measured on a Non-Recurring Basis

Assets and liabilities measured at fair value on a non-recurring basis are summarized below:

Fair Value Measurements at December 31, 2010 Using
Quoted Prices in

Active Markets for Significant Other Significant
Identical Assets Observable Inputs Unobservable Inputs
Carrying Value (Level 1) (Level 2) (Level 3)
Assets:
Impaired Loans with Specific Allocations
Commercial and Industrial Loans............. $ 1,451 $ -— $ - $ 1,451
Commercial Real Estate Loans................. S 7,868 $ - $ - $ 7,868
Other Real Estate
Commercial Real Estate...........c.cocorvernnne. $ 400 $ — $ - $ 400
Residential ........ccoevvrerrireveeeienieresieniennnne $ 60 $ - $ - $ 60
Fair Value Measurements at December 31, 2009 Using
Quoted Prices in
Active Markets for Significant Other Significant
Identical Assets Observable Inputs Unobservable Inputs
Carrying Value (Level 1) (Level 2) (Level 3)
Assets:
Impaired Loans with Specific Allocations.... $ 3,908 $ - $ --- $ 3,908
Other Real EState.........ccovuvrvvereenireieseeenens. $ 507 3 - $ --- $ 507

Impaired loans, which are measured for impairment using the fair value of the collateral for collateral dependent loans, had a
carrying amount of $13,902 with a valuation allowance of $4,583, resulting in an additional provision for loan losses of $4,036 for
the year ended December 31, 2010. Impaired loans, which are measured for impairment using the fair value of the collateral for
collateral dependent loans, had a carrying amount of $6,932 with a valuation allowance of $3,024, resulting in an additional
provision for loan losses of $2,632 for the year ended December 31, 2009.

Other Real Estate which is measured at the lower of carrying or fair value less costs to sell, had a carrying amount of $460 at
December 31, 2010. A charge to earnings through Other Operating Income of $119 was included in the year ended December 31,
2010. Other Real Estate which is measured at fair value less costs to sell, had a carrying amount of $507 at December 31, 2009,
resulting in a write-down of $228 for the year ending December 31, 2009.
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NOTE 13 - Fair Value (continued)
Fair Value of Financial Instruments

The estimated fair values of the Company’s financial instruments not previously presented are provided in the table below. Not all
of the Company’s assets and liabilities are considered financial instruments, and therefore are not included in the table. Because no
active market exists for a significant portion of the Company’s financial instruments, fair value estimates were based on subjective
judgments, and therefore cannot be determined with precision.

December 31, 2010 December 31, 2009
Carrying Fair Carrying Fair
Yalue YValue YValue Value
Financial Assets:
Cash and Short-term INVEStMENTS .......evveeererrerreevenreereeeasssessenne $ 19,271 $ 19,271 $ 28,054 $ 28,054
Securities Held-t0-Maturity ........ocooveceriercrnieerereeereeeceeieenens 1,604 1,613 2,774 2,801
FHLB Stock and Other Restricted StocK.......ccceevveerienienrenienens 9,207 N/A 10,621 N/A
L0aNS, NEt...ooiitirieieierereeriesreie et seeesesaeseeeneneraeenreseeneene 894,600 894,463 862,898 870,463
Accrued Interest Receivable ........ooovveeveeireciierieeeieeeee e 6,687 6,687 6,605 6,605
Financial Liabilities:
Demand, Savings, and Money Market Deposits..........cccecveveeneene (725,736) (725,736) (639,967) (639,967)
TIME DEPOSIES ..uviveeirerrererirerieeiteeeseesieseeseseterereseensesesesessereneres (361,550) (363,274) (329,676) (330,628)
Short-term BOITOWINES ......cccevvrerererieereieneeieeneneeenecenesrerenenes (72,701) (72,701) (34,801) (34,801)
Long-term DEbL ......cooveeriiiririeieenieieniee et enee (81,016) (86,714) (113,320) (114,742)
Accrued Interest Payable .........ccoocevveevencnnineieniecinsereecenneees (2,281) (2,281) (2,292) (2,292)

Unrecognized Financial Instruments:
Commitments to Extend Credit .........ocevevcerrineereiicnisccnenenes - — — —
Standby Letters of Credit.......voverrrererreeeieierereirieneereeeeenerercsceeseenes — — — —
Commitments to Sell LOans.........cccccveuereuemereerencnccereninisenininns — - — —

The fair value for cash and short-term investments and accrued interest receivable is estimated to be equal to their carrying value.
The fair values of securities held to maturity are based on quoted market prices or dealer quotes, if available, or by using quoted
market prices for similar instruments. The fair value of loans are estimated by discounting future cash flows using the current rates
at which similar loans would be made for the average remaining maturities. It was not practicable to determine the fair value of
FHLB stock and other restricted stock due to restrictions placed on its transferability. The fair value of demand deposits, savings
accounts, money market deposits, short-term borrowings and accrued interest payable is the amount payable on demand at the
reporting date. The fair value of fixed-maturity time deposits and long-term borrowings are estimated using the rates currently
offered on these instruments for similar remaining maturities. Commitments to extend credit and standby letters of credit are
generally short-term or variable rate with minimal fees charged. These instruments have no carrying value, and the fair value is not
significant. The fair value of commitments to sell loans is the cost or benefit of settling the commitments with the counter-party at
the reporting date. At December 31, 2010 and December 31, 2009, none of the Company’s commitments to sell loans were
mandatory, and there is no cost or benefit to settle these commitments.

NOTE 14 — Segment Information

The Company’s operations include three primary segments: core banking, trust and investment advisory services, and insurance
operations. The core banking segment involves attracting deposits from the general public and using such funds to originate
consumer, commercial and agricultural, commercial and agricultural real estate, and residential mortgage loans, primarily in the
Company’s local markets. The core banking segment also involves the sale of residential mortgage loans in the secondary market.
The trust and investment advisory services segment involves providing trust, investment advisory, and brokerage services to
customers. The insurance segment offers a full range of personal and corporate property and casualty insurance products, primarily
in the Company’s banking subsidiary’s local markets.
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NOTE 14 — Segment Information (continued)

The core banking segment is comprised by the Company’s banking subsidiary, German American Bancorp, which operated through
30 retail banking offices at Diecember 31, 2010. Net interest income from loans and investments funded by deposits and
borrowings is the primary revenue for the core-banking segment. The trust and investment advisory services segment’s revenues
are comprised primarily of fees generated by German American Financial Advisors & Trust Company. These fees are derived by
providing trust, investment advisory, and brokerage services to its customers. The insurance segment consists of German American
Insurance, Inc., which provides a full line of personal and corporate insurance products from seven offices; and German American
Reinsurance Company, Ltd., which reinsures credit insurance products sold by the Company’s subsidiary bank. Commissions
derived from the sale of insurance products are the primary source of revenue for the insurance segment.

The following segment financial information has been derived from the internal financial statements of German American Bancorp,
Inc., which are used by management to monitor and manage the financial performance of the Company. The accounting policies of
the three segments are the same as those of the Company. The evaluation process for segments does not include holding company
income and expense. Holding company amounts are the primary differences between segment amounts and consolidated totals,
and are reflected in the column labeled “Other” below, along with amounts to eliminate transactions between segments.

Year ended December 31, 2010

Trust and
Investment
Core Advisory Consolidated
Banking Services Insurance Other Totals
Net Interest INCOME. ......cveererriererieerriennns $ 50,460 $ 8 $ 27 $ (1,824) $ 48,671
Net Gains on Sales of Loans..............cc....... 2,160 — - - 2,160
Net Gain (Loss) on Securities...........cocoeue.. - - - - -
Trust and Investment Product Fees............. 2 1,585 - 5) 1,582
Insurance Revenues..........cccoceeveviviiecnrnennns 61 26 5,282 22) 5,347
Noncash [tems:
Provision for Loan LosSes ...........o..... 5,225 - - - 5,225
Depreciation and Amortization........... 2,865 29 826 e 3,720
Income Tax EXPense........ccevvviviviiiieienenns 7,181 259) (56) (1,243) 5,623
Segment Profit (LOSS) ..coceeverereveenicreeeneennen 15,325 (385) (130) (1,405) 13,405
Segment ASSetS.......cccceeieerrrecerniecreeeneas 1,368,348 2,193 8,426 3,079) 1,375,888
Year ended December 31, 2009
Trust and
Investment
Core Advisory Consolidated
Banking Services Insurance Other Totals
Net Interest InCOmME.......ccovveevvverereeinerneenens $ 45825 $ 13 $ 59 $ (1,384) $ 44,513
Net Gains on Sales of Loans............cceceeeeee 1,760 - - --- 1,760
Net Gain (Loss) on Securities................... - - - (423) (423)
Trust and Investment Product Fees............. 4 1,617 -— 4) 1,617
Insurance Revenues ..........cccceeveiei i, 82 18 5,241 (45) 5,296
Noncash Items:
Provision for Loan Losses .................. 3,750 - - - 3,750
Depreciation and Amortization........... 2,727 27 934 - 3,688
Income Tax Expense......c.cocevvvervvincncnnes 5,298 15 (29) (1,271) 4,013
Segment Profit (Loss) .....ccocvnivvvciinnreneennn 13,140 20 44) (898) 12,218
Segment ASSetS.......ceeveeeverereivennene e 1,236,745 2,182 8,432 (4,394) 1,242,965
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NOTE 14 — Segment Information (continued)

Year ended December 31, 2008

Trust and
Investment
Core Advisory Consolidated
Banking Services Insurance Other Totals
Net Interest INCOME. .......cocerrererereererierereneeas $ 41,725 $ 60 $ 71 $ (919 $ 40,937
Net Gains on Sales of Loans..........cccccueeene. 1,399 ——- ——- -—- 1,399
Net Gain (Loss) on Securities.........coceveerene 1,031 --- - 937) 94
Trust and Investment Product Fees............. 4 2,312 - 28) 2,288
Insurance Revenues ......c.ccoevvviniieniniiinnenns 75 43 6,256 (68) 6,306
Noncash Items:
Provision for Loan LOSSES .....cccccerunene 3,990 - -—- - 3,990
Depreciation and Amortization........... 2,490 25 847 - 3,362
Income Tax EXpense.......ccovvvvienienenniiinenns 6,383 230 256 (1,231) 5,638
Segment Profit (Loss) 13,185 338 413 (1,133) 12,803
Segment ASSEtS......covuvevueinrireriiiiinnienes 1,183,773 1,992 8,930 (3,867) 1,190,828
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NOTE 15 — Parent Company Financial Statements

The condensed financial statements of German American Bancorp, Inc. are presented below:

CONDENSED BALANCE SHEETS

December 31,

2010
ASSETS
CASH ..ttt ettt et st et a e n e et e b e e b e es s e et e e b e ereeeha e b e ekt e r s enreeneserteseentenrseateas $ 8,381
Securities Available-for-Sale, ai Fair Value 3,503
Investment in Subsidiary Bank .........cc.ccccoivieiineieiiiiciciee ettt 135,879
Investment in Non-banking SULSIAIAries ........oceoveverirerieirrireeeeese et 3,488
Other ASSELS.....ccceevirirereereeerierereresreniens 7,019
Total Assets $ 158,270
LIABILITIES
BOTITOWINES ..ovvviiiniiieieitie ettt ettt bt ses et st sae bttt s s e s sasasaaseerassesesensananas $ 33,750
Other LIaDIlITIES ...cveuriveireiriee ettt sttt st bbb s st s s e s e s enesa e eseens 2,986
Total LIabilities ............cccoocoiirinireeinireceerenr et bbbt aeaen 36,736
SHAREHOLDERS’ EQUITY
COMIMON SEOCK ..vvviieiveeeieieiiees eteeieeteet e e eretebe et et esbeeaeeeessesse st ereasessanseasessansensessassessentossenesnesesasenes 11,105
Additional Paid-in Capital..........ccccoririreremieinieirieirert e 69,297
Retained Earmings......ccceeeireriesieererieieiesteieiieee et eve et s eaesne et v b sesbennas 36,232

Accumulated Other Comprehensive Income ....

4,900

Total Shareholders’ Equity ............ccccccnneenne. 121,534

Total Liabilities and Sharcholders’ Equity

CONDENSED STATEMENTS OF INCOME

INCOME 2010
Dividends from Subsidiaries
$ 14,000
30
76
14,106
EXPENSES
Salaries and EMployee BENefits.......c.coccocrirriiciiniiieenicionererrnene e ssreisisinsasessenesesesesesnnnns 420
Professional FEES .......cocvvuiirriimiirriiecreseereirereeicie ettt r s nan s s se st ssasasesssnesesesensssesns 842
Occupancy and EQUIpMENt EXPENSE......coveereeireieieieteiinteererire e eete e esessessesessseneans 8
Interest Expense 1,878
OtheT EXPENSES ... .vviuieeereiiriiin i trteeeesestst e e e esas e asas et seaesesetesssesasasassssesesesennnnerans 281
TOtal EXPEISES..........c.oevereimiiieieirieienie st et et evteten et et et sae e e et s e e s e e s essssesannenenan 3,429
INCOME BEFORE INCOME TAXES AND EQUITY IN
UNDISTRIBUTED INCOME OF SUBSIDIARIES 10,677

Income Tax Benefit
INCOME BEFORE EQUITY IN UNDISTRIBUTED

INCOME OF SUBSIDIARIES......cocotrteirtrieteieieeieeteeistesisess st esssnesese e ssesesesess et enensnen 11,855
Equity in Undistributed Income of Subsidiaries 1,550
NET INCOME ..ottt ettt bt s sb b e s e see b e s aste s essessene 13,405
Other Comprehensive Income:

Unrealized Gain 0n SECUITHES, INEL.......cviviiiieerecieeieereeeeite et ereereeeneeereseteeseseseeseessessnenns 474

Changes in Unrecognized Amounts in Pension 13)

Changes in Unrecognized Loss on Postretirement Benefit Obligation............ccceveveverrinnce. (176)

TOTAL COMPREHENSIVE INCOME .........c.coccooviiinininiieirieeeeeeeetereesenene e $ 13,690

$ 158270

2009

$ 4,848
2,340
135,491
2,783

5,422

$ 150,884

$ 35250

2,085

37,335

11,077
68,816
29,041

4.615

113.549
$ 150,884

Years Ended December 31,

2009

$ 8,000
57

(423)

119

7,753

364
342

7
1,459
292
2,464

5,289

1,237

6,526

5,692

12,218

1,908
(47)

163
245

981
324
1,721

10,438

1,212

11,650

1,153

12,803
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NOTE 15 — Parent Company Financial Statements (continued)

CONDENSED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES
NEt INCOMIE ...ttt et
Adjustments to Reconcile Net Income to Net Cash from Operations
L 0SS ON SECUIILIES, NMEL...cvieieeiirreerieerrereeteereeteeereereeseeereereessseeessressessesteenneses
Change in Other ASSELS.........cciiireiririeieiiiererencrieeieieenrest ettt sseeereeees
Change in Other Liabilities
Equity Based COMPENSAtION........ucueuiuiiririerecicenteieeeaeereresessensesassesssseneassssssans
Excess Tax Benefit from Restricted Share Grant........c.cocvvveevernereeeericrennnes
Equity in Undistributed Income of Subsidiaries
Net Cash from Operating Activities.............cccocoveererneerceinnenrerenenes

CASH FLOWS FROM INVESTING ACTIVITIES
Capital Contribution t0 SUDSIAIATIES. .....ceceeveereeeierieeceeresesreresresteresersessenns
Proceeds from Sales, Redemptions of Securities Available-for-Sale.................
Net Cash from Investing ACtivities .............ccccoeeevereieiveevieeieenieireecreenens

CASH FLOWS FROM FINANCING ACTIVITIES
Change in Short-term Borrowings
Advances in Long-term Debt.............
Repayment of Long-term Debt
Income Tax Benefit from Restricted Share Grant
Employee Stock Purchase Plan............cccoooeiviniiininiiirceeeeeeee s
Dividends Paid

Net Cash from Financing Activities

Net Change in Cash and Cash Equivalents...............cc.coccocooiinininnnnnnnninne.
Cash and Cash Equivalents at Beginning of Year .........cccceveeeeevereereienenennens
Cash and Cash Equivalents at End of Year........ccovoeeeieneencireceeeeece e
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(1,500)
99

30)

(6.214)

(7,645)

Years Ended December 31,

2009
$12,218

423
(963)
325
485

(5.692)
6,796

(15,000)
379
(14,621)

19,250
(1,500)
(2)
(6.196)
11.552

3,727

1,121

$ 4.848

2008
$ 12,803

937

(39)

(493)
10

(1,153)
12,065

(250)

(250)

(3,250)

(1,500)
(46)
(6.177)
(10.973)

842
279

$1.121
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NOTE 16 — Business Combinations, Goodwill and Intangible Assets

German American Bancorp, the banking subsidiary of the Company, completed the acquisition of two branch offices from Farmers
State Bank of Alto Pass, Ill. on May 7, 2010. One of the branches is located in Evansville (Vanderburgh County, Indiana) and the
other in adjacent Newburgh (Warrick County, Indiana). Pursuant to the terms of the purchase agreement, Farmers State Bank of
Alto Pass, 111. paid the Company approximately $368. The Company has expensed approximately $209 of direct acquisition costs
and recorded $180 of goodwill and $903 of intangible assets. The intangible assets are related to core deposits and are being
amortized on an accelerated basis over 10 years. For tax purposes, goodwill of $180 is deductible on a straight line basis over 15
years. On the date of acquisition, the Company assumed net deposit liabilities valued at approximately $50.2 million and other
liabilities of $66, acquired a net portfolio of loans valued at $42.9 million, premises and equipment valued at $5.2 million and other
assets of $640.

This acquisition was consistent with the Company’s strategy to build a regional presence in Southern Indiana. The acquisition
offers the Company the opportunity to increase profitability by introducing existing products and services to the acquired customer
base as well as add new customers in the expanded region.

On June 26, 2009, the Company acquired certain assets of an existing insurance agency office located in Tell City, Indiana. The
assets became a part of German American Insurance, Inc., the Company’s property and casualty insurance entity.

The purchase price for this transaction was $386 in cash and resulted in $386 in customer list intangible. The customer relationship
intangible is being amortized over seven years utilizing the straight-line method and deducted for tax purposes over 15 years using
the straight line method.

The changes in the carrying arnount of goodwill for the periods ended December 31, 2010, 2009, and 2008 were classified as
follows:

2010 2009 2008

BegINNING OF YEAT «.....vvovreveeeeerencencseereresicencaeeseisissss st st sb st sb st s s $ 9,655 $ 9,655 $ 9,655
Acquired Goodwill 180 - —
TMPAITMENL......coruiierririiiiit e - - —
EA OF YBAT..ecvineieieeteecereeieiee et eve e et e e e e e e emeenesnese e e sasensntsb st st enessersebssasbsbbebesnaraseas $ 9835 $ 9.655 $ 9655

Of the $9,835 carrying amount of goodwill, $8,503 is allocated to the core banking segment and $1,332 is allocated to the
insurance segment for the period ended December 31, 2010. Of the $9,655 carrying amount of goodwill, $8,323 is allocated to the
core banking segment and $1,332 is allocated to the insurance segment for the periods ended December 31, 2009 and 2008.

Acquired intangible assets were as follows as of year end: 2010
Gross Accumulated
Amount Amortization
Core Banking
Core Deposit INtangibIe ......... oot $ 3,275 $ 1,727
Unidentified Branch Acquisition Intangible 257 257
Insurance
CUSTOMET LiSt..cvvveeeietiiteeeieress eveetereete et eresee e sne e ses bt bssre et e s s b e b e be s b e b e sbasba st ensnsnenanns 5.199 4.123
TTOAL e e eeeee s eeeeeeeeeee seesseses s ese e sesseees e se e s s s e s e $ 8731 $ 6107
2009
Gross Accumulated
Amount Amortization
Core Banking
Core Deposit INtangible ..o $ 2,372 § 1,435
Unidentified Branch Acquisition Intangible ... 257 257
Insurance
CUSTOIMET LIST...veveiiiieietein etttk es s 5,199 3,518
TOAL . eveteeeeeeet ettt et et sttt et s s eaa b s bR s R s b e bbbt r e e b bbb e nan $ 7,828 $ 5210

Amortization Expense was $898, $909, and $889 for 2010, 2009, and 2008.
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NOTE 16 — Business Combinations, Goodwill and Intangible Assets (continued)

Estimated amortization expense for each of the next five years is as follows:

NOTE 17 — Other Comprehensive Income

Other comprehensive income components and related taxes were as follows:

Unrealized Holding Gains on

Securities Available-for-Sale...........oveeeeveceneeeieieeieeeeennns $ 891
Reclassification Adjustments for (Gains) Losses

Later Realized in INCOME.......ccccvvreviereiveeirieeicececee et -

Net Unrealized Gains........cocvevveieriereirieeneieereeeeeeeeeeeeseeessesseseennens 891
Amortization of Amounts Included in Net Periodic

Pension COSES ...cvovviverrieieieetieeereetieteeteere v e eresteeesaeee s esesneeas 22
Unrecognized Loss 0n PeNSION..........cccoueevieveveeeeceeieeceeeeeieseveseenn 43)
Unrecognized Gain (Loss) on Postretirement Benefits (293)
TaX BEfECE ..ottt (292)
Other Comprehensive INCOME .......o.eriervrereriierererererreeeeseeennessenees $ 285

671
654
565
337
198

The following is a summary of the accumulated other comprehensive income balances, net of tax:

Balance
At
12/31/2009
Unrealized Gains on Securities
Available-for-Sale..........coooviirieiieieieiieeceecee e $ 4616
(175)
174
TOtAL .ttt r et en § 4615
NOTE 18 — Quarterly Financial Data (Unaudited)
The following table represents selected quarterly financial data for the Company:
Interest Net Interest Net
Income Income Income
2010
First QUArter.........ocvvvevevueeiesrereeeresreeeesrernerens $ 15,583 $ 11,649 $ 3,251
Second Quarter 15,941 11,915 3,408
Third Quarter...... 16,355 12,477 3,594
Fourth Quarter ...........cccevvvueeieereveeerecreceenene 16,314 12,630 3,152
2009
First QUarter.........ccooueveieviereeiereeereeiereeneene $ 15,857 § 10,641 $ 2,942
Second Quarter 15,923 11,117 2,764
Third Quarter.......... 16,159 11,481 3,191
Fourth Quarter..........c.cocvvvvereveeriecrecerierenene, 15,797 11,274 3,321
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$ 2,437

423
2,860

on

(921)
$ 1861

Current
Period

Change

$ 474
(13)
(176)
$ 285

2008
$ 2,506

S )]
2,412

11
(11)
238
(894)
§ 1756

Balance
at
12/31/2010

$ 5,000

(188)
2
$ 4,900

Earnings per Share

Basic

$ 0.29
0.31
0.32
0.28

$ 027
0.25
0.29
0.30

Diluted

$ 029
0.31
0.32
0.28

$ 027
0.25
0.29
0.30
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NOTE 19 - Subsequent Events (Unaudited)

Effective January 1, 2011, the Company acquired American Community Bancorp, Inc., and its subsidiaries, including the Bank of
Evansville, pursuant to an Agreement and Plan of Reorganization dated October 4, 2010, as amended. The acquisition was
accomplished by the merger of American Community into the German American Bancorp, Inc., immediately followed by the
merger of Bank of Evansville into German American Bancorp, Inc.’s bank subsidiary (German American Bancorp). Bank of
Evansville operated three banking offices in Evansville, Indiana. American Community’s consolidated assets and equity
(unaudited) as of December 31, 2010 totaled $340.3 million and $18.4 million, respectively, and its consolidated net income (loss)
(unaudited) totaled ($632) for the year ended December 31, 2010. The acquired assets and liabilities will be recorded at fair value
at the date of acquisition and will be reflected in the March 31, 2011 financial statements as such; however, at the time of these
financial statements, the appraisals and valuations are incomplete. The Company expects to record goodwill and a core deposit
intangible in regards to this trarsaction based on earlier estimates, but the amount is not know as the initial fair value accounting is
incomplete. The goodwill will not be deductible for tax purposes.

Under the terms of the merger agreement, the Company issued approximately 1,449,000 shares of its common stock to the former
shareholders of American Community. Each American Community common shareholder of record at the effective time of the
merger became entitled to receive 0.725 shares of common stock of the Company for each of their former shares of American
Community common stock.

The Company at the effective time of the merger owned 199,939 shares of American Community’s outstanding common stock
(approximately 9.1% of American Community’s common shares then outstanding). All of these shares were cancelled at the
effective time of the merger and were not exchanged for shares of the Company in the merger.

In connection with the closing of the merger American Community paid to its shareholders of record at the close of business on
December 15, 2010, a special cash dividend of $2.00 per American Community share (an aggregate of $3,997,000 to shareholders
other than the Company) and the Company paid (or accrued an obligation to pay in 2011) approximately $2,038,000 to persons
who held in-the-money options and warrants to purchase American Community common stock (all of which rights were cancelled
at the effective time and were not assumed by the Company).

This acquisition was consistent with the Company’s strategy to build a regional presence in Southern Indiana. The acquisition
offers the Company the opportunity to increase profitability by introducing existing products and services to the acquired customer
base as well as add new customers in the expanded region.

'
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

Not Applicable.

Item 9A. Controls and Procedures.

Disclosure Controls and Procedures

As of December 31, 2010, the Company carried out an evaluation, under the supervision and with the participation of its principal
executive officer and principal financial officer, of the effectiveness of the design and operation of its disclosure controls and
procedures. Based on this evaluation, the Company’s principal executive officer and principal financial officer concluded that the
Company’s disclosure controls and procedures are effective in timely alerting them to material information required to be included
in the Company’s periodic reports filed with the Securities and Exchange Commission. There are inherent limitations to the
effectiveness of systems of disclosure controls and procedures, including the possibility of human error and the circumvention or
overriding of the controls and procedures. Accordingly, even effective systems of disclosure controls and procedures can provide
only reasonable assurances of achieving their control objectives.

Changes in Internal Control Over Financial Reporting in Most Recent Fiscal Quarter

There was no change in the Company’s internal control over financial reporting that occurred during the Company’s fourth fiscal
quarter of 2010 that has materially affected, or is reasonably likely to materially affect, the Company’s internal control over
financial reporting.

Management’s Report on Internal Control Over Financial Reporting

The management of the Company is responsible for establishing and maintaining adequate internal control over financial reporting
as defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934. The Company’s internal control over
financial reporting is designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with U.S. generally accepted accounting principles. The Company’s
internal control over financial reporting includes those policies and procedures that: (i) pertain to the maintenance of records that,
in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the Company; (ii) provide
reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with
U.S. generally accepted accounting principles, and that receipts and expenditures of the Company are being made only in
accordance with authorizations of management and directors of the Company; and (iii) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use or disposition of the Company’s assets that could have a material
effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because
of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. Management assessed
the effectiveness of the Company’s internal control over financial reporting as of December 31, 2010. In making this assessment,
management used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission (COSO) in
Internal Control-Integrated Framework. Based on our assessment and those criteria, management concluded that the Company
maintained effective internal control over financial reporting as of December 31, 2010.

The Company’s independent registered public accounting firm has issued their report on the Company’s internal control over

financial reporting. That report is included in Item 8. Financial Statement and Supplementary Data of this Report under the
heading, Report of Independent Registered Public Accounting Firm.

Item 9B. Other Information.

Not applicable.
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PART 111

Item 10. Directors, Executive Officers, and Corporate Governance.

Information relating to directors and executive officers of the Company will be included under the captions “Election of Directors”
and “Our Executive Officers” ir the Company’s Proxy Statement for the Annual Meeting of Shareholders to be held in May 2011,
which will be filed within 120 days of the end of the fiscal year covered by this Report (the “2011 Proxy Statement”), which
sections are incorporated herein in partial response to this Item’s informational requirements.

Section 16(a) Compliance. Information relating to Section 16(a) compliance will be included in the 2011 Proxy Statement under
the caption of “Section 16(a): Beneficial Ownership Reporting Compliance” and is incorporated herein by reference.

Code of Business Conduct. The Company’s Board of Directors has adopted a Code of Business Conduct, which constitutes a
“code of ethics” as that term is defined by SEC rules adopted under the Sarbanes-Oxley Act of 2002 (“SOA”). The Company has
posted a copy of the Code of Business Conduct on its Internet website (www.germanamerican.com). The Company intends to
satisfy its disclosure requirements under Item 5.05 of Form 8-K regarding certain amendments to, or waivers of, the Code of
Business Conduct, by posting such information on its Internet website, except that waivers that must under NASDAQ rules be filed
with the SEC on Form 8-K will be so filed.

Audit Committee Identification, The Board of Directors of the Company has a separately-designated standing audit committee
established in accordance with Section 3(a) (58) (A) of the Securities Exchange Act of 1934. The description of the Audit
Committee of the Board of Directors, and the identification of its members, will be set forth in the 2011 Proxy Statement under the
caption “ELECTION OF DIRECTORS”, which section is incorporated herein by reference.

Audit Committee Financial Expert. The Board of Directors has determined that Richard E. Forbes, a director who serves on the
Audit Committee of the Board of Directors and who is an independent director as defined by NASDAQ listing standards, is an
“audit committee financial expert” as that term is defined by SEC rules adopted under SOA by reason of his experience as the
former chief executive officer and former chief financial officer of a subsidiary of a Fortune 500 company.

Lack of Changes in Nominating/Governance Committee Procedures re Shareholder Recommendations of Nominees. There has
been no material change in the procedures by which the Company’s shareholders may recommend nominees for election to the

Board of Directors of the Company that have been implemented since the last disclosure of such procedures in the Company’s
Proxy Statement for the Annual Meeting of Shareholders that was held in May 2010.

Item 11. Executive Compens:ation.

Information relating to compensation of the Company’s executive officers and directors (including the required disclosures under
the subheadings “Compensation Committee Interlocks and Insider Participation” and “Compensation Committee Report”) will be
included under the caption “Executive and Director Compensation” in the 2011 Proxy Statement of the Company, which section is
incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters.

Information relating to security ownership of certain beneficial owners and the directors and executive officers of the Company will
be included under the captions “Ownership of Our Common Shares by Our Directors and Executive Officers” and “Principal
Owners of Common Shares” of the 2011 Proxy Statement of the Company, which sections are incorporated herein by reference.
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Equity Compensation Plan Information

The Company maintains four plans under which it has authorized the issuance of its Common Shares to employees and non-
employee directors as compensation: its 1992 Stock Option Plan (under which no new grants may be made), its 1999 Long-Term
Equity Incentive Plan (under which no new grants may be made), its 2009 Long-Term Equity Incentive Plan, and its 2009
Employee Stock Purchase Plan. Each of these four plans was approved by the requisite vote of the Company's common
shareholders in the year of adoption by the Board of Directors. The Company is not a party to any individual compensation
arrangement involving the authorization for issuance of its equity securities to any single person, other than option agreements and
restricted stock award agreements that have been granted under the terms of one of the four plans identified above. The following
table sets forth information regarding these plans as of December 31, 2010:

Number of Securities
Remaining Available for
Future Issuance under

Number of Securities Weighted Average Equity Compensation
to be Issued upon Exercise Exercise Price of Plans (Excluding
of Outstanding Options, Outstanding Options, Securities Reflected in
Plan Category Warrants or Rights Warrants and Rights First Column)

Equity compensation plans approved by
Security NOIAErS ..........oo.ovuveeeeeeeeeeeeereeeeenne 136,051® $ 16.86 957,737®
Equity compensation plans not approved by
security holders.........ceeeeceeeiecieeeieeieniienns — - -—-
TOtaL. ..o 136.051 $ 16.86 957,737

@ Does not include any shares that employees may have the right to purchase under the Employee Stock Purchase Plan in August
2011 in respect of employee payroll deductions of participating employees that had accumulated as of December 31, 2010
during the plan year that commenced in August 2010. Although these employees have the right under this Plan to have their
accumulated payroll deductions applied to the purchase of Common Shares at a discounted price in August 2011, the price at
which such shares may be purchased and the number of shares that may be purchased under that Plan at that time is not
presently determinable.

®) Represents 482,240 shares that the Company may in the future issue to employees under the Employee Stock Purchase Plan
(although the Company typically purchases the shares needed for sale to participating employees on the open market rather than
issuing new issue shares to such employees) and 475,497 shares that were available for grant or issuance at December 31, 2010
under the 2009 Long-Term Equity Incentive Plan. Under the Long-Term Equity Incentive Plan, the aggregate number of
Common Shares available for the grant of awards (subject to customary anti-dilution adjustment provisions) cumulatively
following the adoption of the Plan in 2009 through the expiration of the Plan in 2019 may not exceed the sum of the following:
(2) 500,000 shares, plus (b) any shares exchanged by a participant as full or partial payment to the Company of the exercise
price of an option granted to the participant under the Plan; plus (c) at the beginning of each calendar year, an additional
number of shares (if any) equal to the number of shares that would result in the number of shares available for awards as of such
date being equal to one percent (1%) of the total number of the Company's shares outstanding as of the immediately preceding
December 31, on a fully-diluted basis.

For additional information regarding the Company’s equity incentive plans and employee stock purchase plan, see Note 7 to the
consolidated financial statements in Item 8 of this Report.

Item 13. Certain Relationships and Related Transactions, and Director Independence.

Information responsive to this Item 13 will be included under the captions “Election of Directors” and “Transactions with Related
Persons” of the 2011 Proxy Statement of the Company, which sections are incorporated herein by reference.

Item 14. Principal Accountant Fees and Services.

Information responsive to this Item 14 will be included in the 2011 Proxy Statement under the caption ‘“Principal Accountant Fees
and Services”, which section is incorporated herein by reference.
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PART IV
Item 15. Exhibits, Financial Statement Schedules.
(a)(1) Financial Statements

The following items are included in Item 8 of this Report:

Page #
German American Bancorp, Inc. and Subsidiaries:
Report of Independent Registered Public Accounting Firm 37
Consolidated Balance Sheets at December 31,
2010 and 2009 38
Consolidated Statements of Income, years
ended December 31, 2010, 2009, and 2008 39
Consolidated Statements of Changes in
Shareholders’ Equity, vears ended
December 31, 2010, 2009, and 2008 40
Consolidated Statements of Cash Flows, years
ended December 31, 2010, 2009, and 2008 41
Notes to the Consolidated Financial
Statements 42-74

(a)(2) Financial Statement Schedules
None.
(a)(3) Exhibits

The Exhibit Index, which index follows the signature page to this report and is hereby incorporated herein by reference, sets forth a
list of those exhibits filed herewith, and includes and identifies management contracts or compensatory plans or arrangements
required to be filed as exhibits to this Form 10-K by Item 601 (b)(10)(iii) of Regulation S-K.

In reviewing any agreements included as exhibits to this report, please remember that they are included to provide you with
information regarding their terras and are not intended to provide any other factual or disclosure information about us or the other
parties to the agreements. The agreements may contain representations and warranties by the parties to the agreements, including
us. These representations and warranties have been made solely for the benefit of the other parties to the applicable agreement and:

e should not in all instances be treated as categorical statements of fact, but rather as a way of allocating the risk to one of the
parties if those statements prove to be inaccurate;

e may have been qualified by disclosures that were made to the other party in connection with the negotiation of the
applicable agreement, which disclosures are not necessarily reflected in the agreement;

e may apply standards of materiality in a way that is different from what may be viewed as material to you or other investors;
and

e were made only as of the date of the applicable agreement or such other date or dates as may be specified in the agreement
and are subject to more recent developments.

Accordingly, these representations and warranties may not describe the actual state of affairs as of the date they were made or at
any other time.
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Pursuant to the requirements of Section 13 of the Securities Exchange Act of 1934, the Registrant has duly caused this Report to be

signed on its behalf by the undersigned, thereunto duly authorized.

Date:

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the following persons

March 9, 2011

GERMAN AMERICAN BANCORP, INC.
(Registrant)

By/s/Mark A. Schroeder
Mark A. Schroeder, Chairman and
Chief Executive Officer

on behalf of the Registrant and in the capacities and on the dates indicated.

Date:

Date:

Date:

Date:

Date:

Date:

Date:

Date:

Date:

Date:

Date:

Date:

March 9, 2011

March 9, 2011

March 9, 2011

March 9, 2011

March 9, 2011

March 9, 2011

March 9, 2011

March 9, 2011

March 9, 2011

March 9, 2011

March 9, 2011

March 9, 2011

By/s/Mark A. Schroeder
Mark A. Schroeder, Chairman and Chief Executive
Officer (principal executive officer), Director

By/s/Douglas A. Bawel
Douglas A. Bawel, Director

By/s/Christina M. Ernst
Christina M. Ernst, Director

By/s/Marc D. Fine
Marc D. Fine, Director

By/s/Richard E. Forbes
Richard E. Forbes, Director

By/s/U. Butch Klem
U. Butch Klem, Director

By/s/J. David Lett
J. David Lett, Director

By/s/Gene C. Mehne
Gene C. Mehne, Director

By/s/Chris A. Ramsey
Chris A. Ramsey, Director

By/s/Thomas W. Seger
Thomas W. Seger, Director

By/s/Michael J. Voyles
Michael J. Voyles, Director

By/s/Bradley M. Rust

Bradley M. Rust, Executive Vice President and
Chief Financial Officer (principal accounting officer
and principal financial officer)
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INDEX OF EXHIBITS

Exhibit No,

Description

2.1

Branch Purchase Agreement between German American Bancorp, as
Buyer, Farmers State Bank of Alto Pass, Ill., as Seller, and Farmers
State Holding Corp., as the Seller Affiliate, dated February 17, 2010.
The copy of this exhibit filed as Exhibit 2 to the Registrant’s quarterly
report on Form 10-Q for the quarter ended March 31, 2010 is
incorporated herein by reference. Schedules identified in the list of
Schedules to this Agreement are not filed as part of this Exhibit, but
the Registrant agrees to furnish to the Commission supplementally any
omitted schedule upon request.

2.2

Bill of Sale and Assignment between German American Bancorp, as
Buyer, and Farmers State Bank of Alto Pass, Ill., as Seller, dated May
7,2010. The copy of this exhibit filed as Exhibit 2.2 to Registrant’s
Quarterly Report on Form 10-Q for the quarter ended June 30, 2010 is
incorporated herein by reference.

23

Assignment and Assumption Agreement between German American
Bancorp, as Assignee, and Farmers State Bank of Alto Pass, Ill., as
Assignor, dated May 7, 2010. The copy of this exhibit filed as Exhibit
2.3 to Registrant’s Quarterly Report on Form 10-Q for the quarter
ended June 30, 2010 is incorporated herein by reference.

24

Limited Warranty Deed granted by Farmers State Bank of Alto Pass,
I1l., to German American Bancorp, dated May 7, 2010. The copy of
this exhibit filed as Exhibit 2.4 to Registrant’s Quarterly Report on
Form 10-Q for the quarter ended June 30, 2010 is incorporated herein
by reference.

2.5

Agreement and Plan of Reorganization by and among the Registrant,
American Community Bancorp, Inc., Bank of Evansville, and German
American Bancorp, dated October 4, 2010, as amended by First
Amendment of Agreement and Plan of Reorganization dated October
27, 2010. The copy of this exhibit included as Annex A to the proxy
statement/prospectus included in Amendment No. 1 to the Registrant’s
Registration Statement on Form S-4, filed November 15, 2010 (File
No. 333-170068) is incorporated herein by reference. Schedules
identified in the list of Schedules to this Agreement are not filed as
part of this Exhibit, but the Registrant agrees to furnish to the
Commission supplementally any omitted schedule upon request.

3.1

Restatement of the Articles of Incorporation of the Registrant is
incorporated by reference from Exhibit 3 to the Registrant's Current
Report on 8-K filed May 22, 2006.

3.2

Restated Bylaws of German American Bancorp, Inc., as amended and
restated July 27, 2009. The copy of this exhibit filed as Exhibit 3 to
the current report on Form 8-K of the Registrant filed July 31, 2009 is
incorporated herein by reference.

4.1

No long-term debt instrument issued by the Registrant exceeds 10% of
consolidated total assets or is registered. In accordance with
paragraph 4 (iii) of Item 601(b) of Regulation S-K, the Registrant will
furnish the Securities and Exchange Commission copies of long-term
debt instruments and related agreements upon request.

4.2

Terms of Common Shares and Preferred Shares of the Registrant
(included in Restatement of Articles of Incorporation) are
incorporated by reference from Exhibit 3 to the Registrant's Current
Report on 8-K filed May 22, 2006.
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43

Indenture dated as of April 30, 2009 by and between Wells Fargo
Bank, N.A. and German American Bancorp, Inc., including Exhibit A
thereto the form of the certificate for the 8% redeemable subordinated
debentures due 2019 issued thereunder. This exhibit is incorporated
by reference from Exhibit 4 to the Registrant’s Current Report on
Form 8-K filed May 4, 2009.

4.4

Specimen stock certificate for Common Shares of the Registrant is
incorporated by reference from Exhibit 99.1 to the Registrant’s
Current Report on Form 8-K filed October 21, 2010.

10.1*

The Registrant’s 1992 Stock Option Plan, as amended, is incorporated
by reference from Exhibit 10.1 to the Registrant’s Registration
Statement on Form S-4 filed October 14, 1998.

10.2*

Form of Director Deferred Compensation Agreement between The
German American Bank and certain of its Directors is incorporated
herein by reference from Exhibit 10.4 to the Registrant's Registration
Statement on Form S-4 filed January 21, 1993 (the Agreement entered
into by former director George W. Astrike, a copy of which was filed
as Exhibit 10.4 to the Registrant's Registration Statement on Form S-4
filed January 21, 1993, is substantially identical to the Agreements
entered into by the other Directors, some of whom remain directors of
the Registrant). The schedule following such Exhibit 10.4 lists the
Agreements with the other Directors and sets forth the material detail
in which such Agreements differ from the Agreement filed as such
Exhibit 10.4.

10.3*

The Registrant’s 1999 Long-Term Equity Incentive Plan, as amended
through February 22, 2008 is incorporated by reference from Exhibit
10.3 to the Registrant’s Annual Report on Form 10-K for the year
ended December 31, 2007.

10.4*

The Registrant’s 1999 Long-Term Equity Incentive Plan, as amended
through February 22, 2008 is incorporated by reference from Exhibit
10.3 to the Registrant’s Annual Report on Form 10-K for the year
ended December 31, 2007.

10.5*+

Basic Plan Document for the Registrant’s Nonqualified Savings Plan.

10.6*+

Adoption Agreement for the Registrant’s Nonqualified Savings Plan
dated August 17, 2004.

10.7*+

First Amendment to the Registrant’s Nonqualified Savings Plan dated
August 17, 2004.

10.8*+

Form of Employee Stock Option Agreement (new grant, five-year
expiration, five year 20% vesting) typically issued during 2005 and
prior periods to executive officers and other key employees as
incentives.

10.9%+

Form of Employee Stock Option Agreement (Replacement Grant)
typically issued during 2005 and prior periods to persons who exercise
other stock options using common shares as payment for the exercise
price (one year vesting).

10.10*+

Form of Non-Employee Director Stock Option Agreement (new grant,
ten year expiration, no vesting) that in prior periods was typically
issued to non-employee members of the Board of Directors as part of
annual director fee retainer (not Incentive Stock Option for tax

purposes).

10.11%+

Form of Employee Director Stock Option Agreement (new grant, ten
year expiration, no vesting) that in prior periods was typically issued
to employee members of the Board of Directors as part of annual
director fee retainer (intended to be Incentive Stock Option for tax

purposes).
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10.12*

Description of Director Compensation Arrangements for the 12 month
period ending at the 2009 Annual Meeting of Sharcholders is
incorporated by reference from Exhibit 10.2 to the Registrant's
Quarterly Report on Form 10-Q for the quarter ended June 30, 2008.

10.13*

Description of Director Compensation Arrangements for the 12 month
period ending at the 2010 Annual Meeting of Shareholders is
incorporated by reference from Exhibit 10.3 to the Registrant's
Quarterly Report on Form 10-Q for the quarter ended June 30, 2009.

10.14*

Description of Director Compensation Arrangements for the 12 month
period ending at 2011 Annual Meeting of Shareholders is incorporated
by reference from the description included as Exhibit 99.1 to the
Registrant’s Current Report on Form 8-K filed January 4, 2011.

10.15*

Description of Executive Management Incentive Plan for 2008
(awards payable in 2009) is incorporated by reference from the
description contained in Item 5.02 of the Registrant's Current Report
on Form 8-K filed February 28, 2008, and by reference to the
description contained in Item 5.02 of the Registrant's Current Report
on Form 8-K filed February 28, 2009.

10.16*

Description of Executive Management Incentive Plan for 2009
(awards payable in 2010) is incorporated by reference from the
description contained in Item 5.02 of the Registrant’s Current Report
on Form 8-K filed February 28, 2009, and by reference to the
description contained in Item 5.02 of the Registrant's Current Report
on Form 8-K filed March 5, 2010 (as amended by Registrant’s Current
Report on Form 8-K filed March 31, 2010).

10.17*

Description of Executive Management Incentive Plan for 2010
(awards payable in 2011) is incorporated by reference from the
description contained in Item 5.02 of the Registrant's Current Report
on Form 8-K filed March 5, 2010.

10.18*

Executive Supplemental Retirement Income Agreement dated October
1, 1996, between First Federal Bank, F.S.B. and Bradley M. Rust as
amended by a First Amendment between Bradley M. Rust and the
Registrant dated December 30, 2008, is incorporated by reference to
Exhibit 10.18 to the Registrant’s Annual Report for the year ended
December 31, 2009.

10.19*

Form of Restricted Stock Award Agreement that evidences the terms
of awards of restricted stock grants and related cash entitlements
granted under the 1999 Long-Term Equity Incentive Plan is
incorporated by reference from Exhibit 99 to the Registrant's Current
Report on Form 8-K filed February 17, 2006.

10.20%*

Resolutions of Stock Option Committee of Board of Directors of the
Registrant amending outstanding stock options by accelerating in full
all vesting periods and exercise date restrictions and terminating
replacement stock option privileges in connection with future option
exercises, adopted by written consent effective December 29, 2005, is
incorporated by reference from Exhibit 10.18 to the Registrant’s
Annual Report on Form 10-K for its fiscal year ended December 31,
2005.

10.21

Second Amended and Restated Loan and Subordinated Debenture
Purchase Agreement dated as of December 29, 2006, by and between
JPMorgan Chase Bank, N.A., and German American Bancorp, Inc., is
incorporated by reference from Exhibit 99.1 to the Registrant's
Current Report on 8-K filed January 5, 2007.

10.22

Agreed Upon Terms and Procedures dated December 29, 2006,
executed and delivered by German American Bancorp, Inc. to
JPMorgan Chase Bank, N.A., is incorporated by reference from
Exhibit 99.2 to the Registrant's Current Report on 8-K filed January
5, 2007.
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10.23

Amendment to Second Amended and Restated Loan and Subordinated
Debenture Purchase Agreement dated as of December 29, 2006, by
and between JPMorgan Chase Bank, N.A., and German American
Bancorp, Inc., dated September 28, 2007, is incorporated by reference
from Exhibit 99 to the Registrant's Current Report on 8-K filed
October 1, 2007.

10.24

Second Amendment to Second Amended and Restated Loan and
Subordinated Debenture Purchase Agreement dated as of December
29, 2006, by and between JPMorgan Chase Bank, N.A. and German
American Bancorp, Inc., dated September 30, 2008, is incorporated by
reference from Exhibit 10.1 to the Registrant's Quarterly Report on
Form 10-Q for the quarter ended September 30, 2008.

10.25

Third Amendment dated March 20, 2009, to Second Amended and
Restated Loan and Subordinated Debenture Purchase Agreement
dated as of December 29, 2006, by and between JPMorgan Chase
Bank, N.A. and German American Bancorp, Inc., is incorporated by
reference from Exhibit 10.1 to the Registrant's Quarterly Report on
Form 10-Q for the quarter ended June 30, 2009.

10.26

Fourth Amendment to Second Amended and Restated Loan and
Subordinated Debenture Purchase Agreement dated as of December
10, 2009, by and between JPMorgan Chase Bank, N.A., and German
American Bancorp, Inc. is incorporated by reference from Exhibit 99
to the Registrant's Current Report on Form 8-K filed December 15,
2009.

10.27

Fifth Amendment to Second Amended and Restated Loan and
Subordinated Debenture Purchase Agreement dated as of November
23, 2010, by and between JPMorgan Chase Bank, N.A., and German
American Bancorp, Inc. is incorporated by reference from Exhibit 99
to the Registrant's Current Report on Form 8-K filed November 29,
2010.

10.28*

German American Bancorp, Inc., 2009 Long Term Equity Incentive
Plan. This exhibit is incorporated by reference from Exhibit 99.1 to
the Registrant’s Registration Statement on Form S-8 (No. 333-
160749) filed July 23, 2009.

10.29*

German American Bancorp, Inc., 2009 Employee Stock Purchase
Plan. This exhibit is incorporated by reference from Exhibit 99.2 to
the Registrant’s Registration Statement on Form S-8 (No. 333-
160749) filed July 23, 2009.

10.30*

Early Retirement and General Release Agreement dated May 7, 2008
between German American Bancorp and Stan Ruhe, is incorporated
by reference from exhibit 10.1 to the Registrant’s Quarterly Report on
Form 10-Q for the quarter ended June 30, 2008.

10.31

Branch Purchase Agreement between German American Bancorp, as
Buyer, Farmers State Bank of Alto Pass, Ill., as Seller, and Farmers
State Holding Corp., as the Seller Affiliate, dated February 17, 2010.
The copy of this exhibit filed as Exhibit 2 to the Registrant’s Quarterly
Report on Form 10-Q for the quarter ended March 31, 2010 is
incorporated herein by reference.

10.32

Agreement and Plan of Reorganization by and among the registrant,
American Community Bancorp, Inc., Bank of Evansville, and German
American Bancorp, dated October 4, 2010, as amended by First
Amendment of Agreement and Plan of Reorganization dated October
27, 2010. The copy of this exhibit is included as Annex A to the
proxy statement/prospectus included in Amendment No. 1 to the
Registrant’s Registration Statement on Form S-4, filed November 15,
2010 (File No. 333-170068) is incorporated herein by reference.

21+

Subsidiaries of the Registrant

23+

Consent of Crowe Horwath LLP
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31.1+ Sarbanes-Oxley Act of 2002, Section 302 Certification for President
and Chief Executive Officer.

31.2+ Sarbanes-Oxley Act of 2002, Section 302 Certification for Executive
Vice President (Principal Financial Officer).

32.1+ Sarbanes-Oxley Act of 2002, Section 906 Certification for President
and Chief Executive Officer.

32.2+ Sarbanes-Oxley Act of 2002, Section 906 Certification for Executive
Vice President (Principal Financial Officer).

*Exhibits that describe or evidence all management contracts or compensatory plans or arrangements required to be filed as

exhibits to this Report are indicated by an asterisk.

+ Exhibits that are filed with this Report (other than through incorporation by reference to other disclosures or exhibits) are

indicated by a plus sign.

GERMAN AMERICAN BANCORP, INC. WILL FURNISH TO ANY SHAREHOLDER AS OF MARCH 1, 2011 A COPY OF ANY OF THE ABOVE-
LISTED EXHIBITS UPON THE PAYMENT OF A CHARGE OF $.50 PER PAGE IN ORDER TO DEFRAY ITS EXPENSES IN PROVIDING SUCH
EXHIBIT. SUCH REQUEST SHOULD BE ADDRESSED TO GERMAN AMERICAN BANCORP, INC., ATTN: TERRI A. ECKERLE,

SHAREHOLDER RELATIONS, P.0. BOX 810, JASPER, INDIANA, 47546.
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